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HIGHLIGHTS | id =

Change
2004 2003 212

(in HK$ Miflion) (B EET)
Turnover 2,153 1987  84% wxmm
Net operating profit 219 104 110.6% &FZHR
Share of after tax results of material

jointly controlled companies: BETEATLABRRERE

— Hong Kong Aero Engine Services Limited 157 158 0.6% - EANCREBECREBRAT

— Taikoo (Xiamen) Aircraft Engineering Company Limited 76 81 -6.2% - EFALREIEERDLA
Profit attributable to shareholders 438 345 27.0% BEEEER
Dividends ‘ BE

— Ordinary 181 140 29.3% ~EB

- Special - 166 -100.0% — 45l
Shareholders' equity 3,109 2,983 42% RBERE
{number of shares in '000) (R EE LU BRET)
Average number of shares in issue 166,325 166,325 - THBEBRTROBE
(in HKS) (B7T)
Earnings per share 2.63 207 21.1% BREFH
Dividends per share 1.09 0.84 298% SRRE
Special dividend per share - 100 -100.0% SREIRS
Shareholders' equity per share 18.69 17.93 42% SRRRRE
On 15th October 2004, the Group’s shareholding in Taikoo (Xiamen) Aircraft Engineering EIZRRETATER  AREARIFRIRERAUSART 2EMALR
Company Limited (“TAECO") increased to 54.6% after acquiring SIA Engineering Company Pte. BIREROAEMASREIRAE) B 2ERNGE  BEAEZROBNE
Limited's remaining 5% shareholding in TAECO and as a result, TAECO became a subsidiary BAZRtE%~ ENASREIRAAEAAS-FHEAR « BFIALRE
company. The total share of TAECO's after tax profit for 2004 was HK$91 miilion of which IRDEEEEMF 2 RERBRBREHABRAT—GER  ERBHLT
HK$76 million was attributed to the period ended 14th October 2004 and reported under share NEBABAEECTEOETATOAL2EY  BEEGREATNEAETH
of results of jointly controlled companies, and the remainder HKS15 million was consolidated in 5 ABBN-TIEERHSHRERERETR -

the Group's operating profit.
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Hong Kong Aircraft Engineering Company Limited, one of the world’s
leading aeronautical engineering groups, is engaged in the maintenance,
modification, repair and overhaul of commercial aircraft and their
components.

It is principally based at Hong Kong International Airport, but through
subsidiary and jointly controlled companies also provides services in
Xiamen, Mainland China and at off airport locations in Hong Kong.

At Hong Kong International Airport, where it has about seventy airline
customers, it is the only aircraft maintenance facility able to offer a
comprehensive package covering transit and technical services with full
hangar support.

The hangar has the capacity to accommodate three wide-bodied aircraft
fully docked and an additional two nose-in, with a unique mobile tall
enclosure to provide full cover and access staging. It has the necessary
approvals to handle a wide variety of aircraft types from Boeing 747 to
new generation aircraft such as B777 and the Airbus A320/321, A330
and A340. The facility also undertakes B747-200 combi to freighter
conversions.

The extensive component and avionics overhaul facilities are situated at
Tseung Kwan 0O in Hong Kong, as is the Rolls-Royce engine service centre
operated by Hong Kong Aero Engine Services Limited.

Taikoo {Xiamen) Aircraft Engineering Company Limited operates at
Xiamen's airport, where it provides heavy maintenance on Boeing and
Airbus aircraft and offers a B747 passenger to freighter conversion
programme. It aiso offers line maintenance services at various locations
in Mainland China. In addition, it performs B737 passenger to freighter
conversions together with Pemco Aviation Group and the associate,
Taikoo (Shandong) Aircraft Engineering Company Limited,
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TEN YEAR FINANCIAL SUMMARY |+ i B ## &

2004 2003 2002 2001
(in HK$ Million)
Turnover 2,153 1,987 2,078 1,994 1,821
Net operating profit 219 104 276 127
Share of after tax results of jointly
controlled companies 256 263 227 197
Profit attributable to shareholders 438 345 465 312
Dividends 181 306 539 108
Funds employed:
Fixed assets 2,300 1,513 1,597 1,636 1,
Other assets 1,897 1,923 2,083 1,549 1
4,197 3,436 3,680 3,185 2,937
Less: current liabilities 497 348 394 360
3,700 3,088 3,286 2825 2,64 |
Financed by:
Shareholders’ equity 3,109 2,983 3.177 2,713 2,509
Minority interests 495 5 5 5
Long term loan 96 100 104 107
3,700 3,088 3,286 o285 2624
(in HKS)
Earnings per share 2.63 2.07 2.80 1.87
Dividends per share 1.09 0.84 0.74 0.65
Special dividend per share - 1.00 2.50 -
Shareholders’ equity per share 18.69 17.93 19.10 16.30 15.02
Dividend cover - times 242 2.46 378 288
Turnover Profit attributable to shareholders
=E ot g R PEIGIE R
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1899 1998 | 1997 1996 1995
‘ ‘ EWEER)
1,959 2,028 2,375 2,462 2,391 HEEE
- 17 323 573 397 R
61 43 40 (6) 8 RSN S kT
59 146 320 495 331 B AR A
81 111 148 148 148 RE
S&ER:
1,773 1,895 1,057 401 324 EREE
1,137 1426 1,940 2,428 2,068 HpEE
2,910 3321 2,997 2,829 2392
288 659 455 455 364 B REaRE
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BARE
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CHAIRMAN’'S STATEMENT | X B8 & &

Results

Profit after tax attributable to shareholders for the year was HK$438
million, which represented an increase of 27% from the previous year.

It has been a busy and profitable year for all the Company's activities.
The Hong Kong operation returned to normal after the shortfall in wark
seen during the SARS outbreak in the region the previous year, and has
experienced growth in both line and heavy maintenance. In addition, the
Company has benefited from a reduction in the contributions required to
fund the retirement benefit schemes..

The contribution from subsidiary and jointly controlled companies
continued to grow in 2004 Taikoo (Xiamen) Alrcraft Engineering
Company Limited, which became a subsidiary on 15th October 2004,
following the purchase by the Company of SIA Engineering Company
Pte. Limited’s 5% shareholding, increased its contribution to attributable
profit from HK$81 million to HK$91 million while that from Hong Kong
Aero Engine Services Limited was HK$157 million (2003: HK$158
million).

Your Directors have recommended a final dividend for 2004 of HK$0.77
per share which, together with the interim dividend of HK$0.32 per share
paid on 27th September 2004, results in a total distribution for the year
of HK$1.09 per share, representing an increase of 30% over the total
ordinary dividends declared for 2003. The dividend cover is 2.42 times.
The total dividends paid and proposed in respect of 2004 amount to
HK$181 miltion.

Review afﬁperatﬁons

The Company is the sole provider of comprehensive aircraft maintenance
at Hong Kong International Airport. The Company's premises comprise
a single hangar capable of fully enclosing three wide-bodied aircraft,
together with associated workshops and offices, and a five-storey
building at Tseung Kwan O housing component and avionic overhaul
workshops and administration offices. The Company also occupies space
at the airport terminal,
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Line Maintenance

The line maintenance division employs around 1,600 people {2003:
1,600), who provide a comprehensive range of technical and non-
technical services to airlines operating through Hong Kong International
Airport. The Company is the main provider of such services in Hong Kong
and hence the division’s performance is primarily related to the number
of flights through the airport. In 2004, the average number of aircraft
handled daily was 223, a 26% increase compared with 2003. To improve
the service provided to freighter customers, the Company is building an
office on the cargo apron that should be apen in early 2006.

Base Maintenance

The base maintenance division employs around 1,010 people (2003:
1,020), who provide customers with a comprehensive range of scheduled
maintenance checks and in addition undertake periodic checks,
modifications and overhaul work on a wide variety of aircraft types.
Approximately 50% of the division's work is for the three scheduled
airlines operating out of Hong Kang: Cathay Pacific Airways, Air Hong
Kong and Dragonair. It competes on price, availability of space, turnround
time and quality of workmanship with other Maintenance and Repair
Organisations worldwide. The hangar was busy throughout the year and
this situation is expected to continue in 2005. Man-hours sold in 2004
were 1.42 million, a 5% increase when compared with 2003. Operating
with the existing shift patterns, the maximum available man-hours is 1.5
million, which includes 0.3 million man-hours of overtime,

The Company is building a second hangar at Hong Kong International
Airport. This will accommodate two wide-bodied aircraft. It is expected to
cost HK$320 million and is scheduled to open in the first quarter of 2007,
Over the next few years, an additional 450 staff will be recruited and by
2010, the new hangar is expected to generate an additional 600,000
man-hours. As a result of the talks with the Airport Authority Hong
Kong associated with the agreement to build a second hangar, the
Company’s franchise to provide line and base maintenance services to
Hong Kong International Airport has been extended from July 2018 to
July 2031.
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Component and Avionics Overhaul

The overhaul division occupies a five-storey building at Tseung Kwan O
with more than 7,000 square metres of modern workshop space and
employs around 200 people. Utilisation of these facilities during the year
was reasonable.

Inventory Management

Since 2002, the Company has been providing an inventory management
service for rotable spares. The range of aircraft for which this service is
offered has expanded during 2004 and now includes Airbus 340-600,
340-500, 330-300 and 300-600F. The net book value of these spares at
the year-end was HK$102 million (2003: HK$67 million). This service is
profitable.

Taikoo (Xiamen) Aircraft Engineering Company
Limited (“TAECO")

Each of TAECO's three hangars is capable of fully enclosing two wide-
oodied aircraft; a fourth double-bay hangar is due to open by the end of
2005. Most of TAECQ's capacity is taken up by shareholder customers
or their affiliates. Siarting in 2005, TAECO will embark on a programme
to convert Boeing 747-400 passenger aircraft to freighters; it currently
holds contracts for thirty-three such conversions through to 2010.
While still only representing about 2.5% of turnover, line maintenance
operations continued to expand and approval has been obtained to start
an operation in Guangzhou. In December 2004, the line maintenance
operations handled about 1,700 flights in Beijing, Xiamen and Shanghai.

Hong Kong Aero Engine Services Limited
("HAESL")

HAESL, in which the Company has a 45% interest, had another good
year, with increased revenue. Profits dropped slightly from 2003,
Thraughput of engines and engine equivalents in 2004 was 190, a 6%
increase on 2003. In eddition to the work performed on the fleet of
engines used by Cathay Pacific Alrways, which accounts for about 40%
of revenue, significant engine work was also carried out for Rolls-Royce

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
EERBIEBARLE

BHERMEXE
REBUREER-BELIESETF HBEHLTE
FRZBRLCIBEE CYEABINZBEAF
ALtERE2FRAERE o

BEFER

BE-EE2-FE ALIRE-BRATVEERES2

BEREERY - WRBREETF -RINZRE Wi

RERIE-_ZENFEHCHEA REVEEST

B +340-600& + 340-500& - 330-300E RER

300-600FREH - LERHRER2BREFERS
—RE-EER (CETZERBEATLEE

) ° WLRRIESRISRA o

EMXZREIBFERLAB(IEMXE
‘BIBLR)
EfALTREIBARAZZARESEYTREE
MMRERRYE FUASHVKERER S
TEERE  EMAGREIBOS 2BEREX
BAORREEFREREREFR -H-F25F
B EMAETRBIBAGASEFHEIT-—ERER
B747-400EEHABH 2 E ZARRKREES
TZEHERETIRZEHN ZETIEBERTEC
T-EF -RENDECERDARGEELEY
Bo2%E  BUHERBELE YOEHAR
ENRRES - —TEWET-R  HBBEER
RERE BAREEREBEN-FTHEUMIE -

FEN OB AEEREER AT ([
ERERDAKERBLT])
AAABEAS 2N+ ERR I EBNERDRE

BRBAE AFEBARRRY  WHEEHAR
B BFARCERZFMATR —ZTEER

BrRPREEEHABEA-BATE B2
E-FRMESZAN - ZRANERZUERES
BEEMELRBERAZEDRETZIR
TREGRGLARDHEMZLARRERZ




CHAIRMAN'S STATEMENT T Ao &

plc and Emirates Airlines. Singapore Aero Engine Services Pte. Limited
("SAESL"), in which HAESL has a 20% interest, also had a good year with
increased profitability. This trend is expected to continue in 2005.

Other Jointly Controlled Companies

The Company owns 49% of Goodrich Asia-Pacific Limited, which
refurbishes carbon brakes and overhauls wheel hubs at Fanling, in Hong
Kong. It continued to perform well. The Xiamen based Goodrich TAECO
Aeronautical Systems Limited, in which TAECO has a 35% interest, had
an increase in demand for its services and was profitable.

Taikoo (Shandong) Aircraft Engineering Campany Limited (“STAECQ"),
in which the Company and TAECO have a combined interest of 30%,
provides a heavy maintenance service for narrow-bodied aircraft, in
particular Boeing 737 aircraft. It is expanding its capacity and capabilities
to meet customers’ projected needs and has signed an agreement with
Pemco Aviation Group under which the companies will jointly market
narrow-bodied passenger aircraft to freighter conversions that will be
undertaken in STAECO's facilities. This company is profitable.

IN-Services Asia Limited, a jointly controlled company in which the
Company has a 35% interest, sells Intertechnigue components, and
provides a warranty and repair service to customers. Its revenue has
grown steadily in 2004 and the company is profitable.

EADS SOGERMA HAECO Services Company Limited, a jointly controtled
company in which the Company has a 50% interest, provides
computerised testing of components. Business volume increased in 2004
and the company has become profitable.

Honeywell TAECO Aerospace (Xiamen) Company Limited, a jointly
controlled company in which the Group has an attributable 30% interest,
had a good year, with increased revenue and profitability.
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Financial Review ME@R
I

Turnover ERgHE

Note Change

= 2004 2003 25
(in HK$ Million) (B¥HER)
The Company and its subsidiary

companies T 2,153 1,987 8%  ALARARENBAR

HAESL 4,000 3,636 10% EEMZRDREERBE AT
TAECO 3 590 607 -3% EFMALREIELS
SAESL 1,546 883 75%  HMEMEBRBBEBRELAR
Other jointly controlled companies 502 404 24%  HAMHEQs
Total 8,791 7,517 17% 85t

Notes: 1.As disclosed on the face of the profit and loss account in accordance with reporting

requirements in Hong Kong.

2. The whole of the turnover for the jaintly controlled companies is included in this table,
3. TAECO's turnover for 2004 was HK$762 million of which HK$580 million was
attributed to the period ended 14th October 2004 and the remainder HK$172

million was consolidated in the Group's turnover.

4. The presentation of the comparative figures has been restated to conform to that for

the current year,

Net Assets

Net assets increased during the year from HK$3,088 million 1o HK$3,700
million while working capital increased from HK$383 million to HK$586
million as a result of consolidating TAECO's accounts and an increase
in receivables due to more work completed at end of the year. Capital
expenditure amounted to HK$116 million, mostly on rotable inventory,
computer systems, tooling, vehicles used on the airfield and construction

of TAECO's fourth hangar.
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Net Liquid Funds and Financing

Cash, cash equivalents and short-term deposits increased by
HK$119 million to HK$527 million during the year mainly because of
consolidating TAECO's accounts. The dividend payments of HK$312
million, including the special dividend of HK$166 miilion for 2003,
during the year were supported largely by the strong operating cash
flow and dividends and shareholder loan repayments from the subsidiary
and jointly controlled companies. The existing deposits and cash
surplus together with the continued strong operating cash flow will be
sufficient to meet its operating, working capital and capital expenditure
requirements forecast for 2005. In addition, the Company has negotiated
loan facilities equivalent to HK$474 million, of which HK$178 million is
subject to renewal during 2005.

Currency Fluctuations
The Group's income is substantially in HK dollars or US dcllars. Operating
costs and capital expenditure of the Company and its Hong Kong based
jointly controlled companies are substantially in those same currencies, as
are those of its subsidiary and jointly controlled companies in Mainland
China, which also use Renminbi.

Environment

The Group recognises that its operations could impact the environment
in which it operates, and it endeavours to moniter and to reduce the
extent to which they do so. When the Company moved to Hong Kong
International Airport and built its facilities in Tseung Kwan O, the
Company incorporated systems to minimise the effect of effluents on
the environment. The Group is committed to further reduce energy and
resource usage, and to recycle waste where practicable. In November
last year, the Company was awarded a Certificate of Merit by the Hong
Kong Business Environment Council in recognition of its efforts and
excellence in environmental protection and waste reduction. In 2004, the
Group spent HK$3 million (2003: HK$3 million) on capital and recurring
expenditure to achieve those objectives, and plans to increase this to
HK$4 million in 2005.
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Staff

| S —

In total, the Group and its jointly controlled companies employed 6,881
staff at the end of 2004, an increase of 7% from the end of 2003.

The strong result for the year reflects the professionalism, hard work and

commitment of all the staff, and on behalf of the shareholders, | shauld
like to thank them for their continuing support.

Board of Directors

|

I should like to welcome Bob Adams, who joined the Board as an
Independent Non-Executive Director on 1st October 2004. Bob has
experience in a number of businesses, and was a Director of Cathay
Pacific Airways Limited for a number of years. | look forward to working
with him again.

I 'am sorry to have to report that Dr. Alex Wu Shu Chih died on 10th

January 2005. He served on the Board for 22 years and his experience
and advice will be sorely missed.

Outiook

In 2004, the increase in line maintenance work reflected the continued
expansion of base customers' fleets and the growth in traffic through
Hong Kong International Airport. An increase in demand for heavy
maintenance in both Hong Kong and Xiamen resulted in high utilisation
of hangars, which were effectively full.

A similar picture is expected for the first half of 2005. There should be
some growth in line maintenance work in Hong Kong, and our hangars
in Hong Kong and Xiamen are expected to continue to benefit from high
utilisation, although growth will be limited until the new facilities come
on line. Heavy maintenance capacity will increase significantly with the
scheduled opening of TAECQ's fourth hangar in late 2005 and HAECO's
second hangar in early 2007.

I look to the future with confidence.
David Turnbull

Chairman
Hong Kong, 8th March 2005
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The Board is committed to a high standard of corporate governance and
throughout the year the Company has complied with the provisions of
the Code of Best Practice as set out in the Rules Governing the Listing
of Securities on The Stock Exchange of Hong Kong Limited (“the Listing
Rules”). The following describes how the principles set out in the Code
have been applied.

The Stock Exchange of Hong Kong Limited (“the Stock Exchange”) has
promulgated a new Code on Corporate Governance Practices (“the
Code”), which came into effect in January 2005. While the Company will
only be required to report on compliance with the Code in respect of the
2005 financial year onwards, it has put in place corporate governance
practices to meet all the provisions and most of the recommended best
practices in the Code.

The Board of Directors

The Board currently has twelve members, comprising seven Non-Executive
Directors, three of whom are independent, and five Executive Directors,
including the Chairman. Biographies of all the Directors are presented on
pages 19 and 20.

The Board meets formally six times a year. Board papers dealing with
important matters are circulated for approval at other times, and any
such matters are discussed in subsequent Board meetings.

The Directors are responsible to the shareholders, employees and other
stakeholders for the long-term development of the Group and for
ensuring that the accounts show a true and fair view. To this end, certain
matters are reserved for the decision of the Board including alf major
strategic and financial decisions. To enable the Board to perform its
duties, all Directors have full and timely access to zll relevant information.
Non-Executive Directors are encouraged to visit the Group's operations.

Each Director is required to retire at the third annual general meeting
following his election, but will be eligible for re-election.

Directors’ Securities Transactions

The Company has laid down a code of conduct (“the Securities Code”)
regarding Directors’ securities transactions on terms no less exacting
than the required standard set out in the Model Code for Securities
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Transactions by Directors of Listed Issuers (“the Model Code”) contained
in Appendix 10 of the Listing Rules. A copy of the Securities Code is sent
to each Director of the Company first on his appointment and thereafter
twice annually, one month before the date of the Board meeting to
approve the Company's half-year result and annual result, with a
reminder that the Director cannot deal in the securities and derivatives
of the Company until after such results have been published and all his
dealings must be conducted in accordance with the Securities Cade.

Under the Securities Cade, Directors of the Company are required to
notify the Chairman and receive a dated written acknowledgement
before dealing in the securities and derivatives of the Company, and, in
the case of the Chairman himself, he must notify the Chairman of the
Audit Committee and receive a dated written acknowledgement before
any dealing.

All the Directors of the Company have confirmed that they have complied
with the required standard set out in the Securities Code.

Directors’ interests as at 31st December 2004 in the shares of the
Company and its associated corporations (within the meaning of Part
XV of the Securities and Futures Ordinance) are set out on page 28. The
Executive Officer of the Company holds no shares of the Company.

Executive Committee

The Executive Committee comprises the Executive Directers (excluding the
Company Chairman), two Non-Executive Directors, one of whom chairs
the manthly meetings, and three senior executives from the Company, its
jointly controlled companies and customers. It is responsible to the Board
for overseeing the day-to-day operation of the Company.

Audit Committee

The Board has established an Audit Committee comprising three Non-
Executive Directors, two of whom, including the Chairman, Dinty Dickson
Leach, are Independent Non-Executive Directors. It reviews and reports to
the Board an the published financia! information and the internal contrals
and risk management procedures of the Company and its subsidiary

m HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
d FERBIBARLF

REZFH([BHTH) ) ARTFE-—LEBER
ZEZNERE-NRFTH  2ESFRA 2
IRESREREERERCACEFREFRR
A—ER  EPTFEREESTHEREALAGZE
ERUTEER  EELSEELHBIL  ME-1)
Re B RERESFRIET -

BEERSFTH AQAZESEREFCAZES
EUT4EERA  ALBATRABESIBHALEZ
BRAE ERAIEXA BMLRBHNENRESS
IF UEREAHAHERERTTETERZ

B

°

il

RARFEEERRRERBEFUFT2EE -

CEERETZAZT-HEE EEEREARF
REMBAR(TER (EFREREH) FXVE)
BFEZROBERNE-TNERY - FATZ1TH
ABAERERLRT 2R -

WiTER®
HTEREEzAEREERES(DAERERMN W
UFEBESHEIT-UIREAZER) UR=Q
REAFDET  EHBRAAREFPZBERTHAR -
HOTZESRAERALNAZAZES  THES
RRE -

BEREED

ESRAVT-BELESE  HNEREZ(I#
BRES ETERIRZREEAZMUBILF
ERES - ELZESEEHALT  HMBLAIR
BB HERRMAAZHBEN  IRIEA
NELREAREERF  YAEBRRE  HNEX
BEHELESEE MUSERATROBERER




CORPORATE GOVERNANCE | E ¥ HH

and managed jointly controlled companies. The external auditors attend
these meetings, parts of which are held without any management of the
Company being present. At the invitation of the Committee, the Director
Finance regularly attends these meetings, as do the Swire Group Internal
Auditor and senior Company staff involved in risk management.

Remuneration Committee
The Remuneration Committee comprises three Non-Executive Directors,

two of whom, Dinty Dickson Leach and Lincoln Leong Kwok Kuen, are
Independent Non-Executive Directors. It is chaired by Peter Johansen.

Under the Services Agreement between the Company and John Swire &
Sons (H.K.) Limited, which has been considered in detail and approved by
the Independent Non-Executive Directors of the Company, staff at various
levels, including Executive Directors, are seconded to the Company. Those
staff report to and take instructions from the Board of the Company but
remain employees of the John Swire & Sons Limited ("Swire") group.

In order to be able to attract and retain international staff of suitable
calibre, the Swire group provides a competitive remuneration package.
This comprises salary, housing, provident fund, leave passage and
education allowances and, after three years' service, a bonus related to
the profit of the overall Swire group. The provision of housing affords
ease of relocation either within Hong Kong or elsewhere in accordance
with the needs of the business and as part of the training process
whereby managers gain practical experience in various businesses within
the Swire group, and payment of bonuses on a group-wide basis enables
postings to be made tc group companies with very different profitability
profiles.

Although the remuneration of these executives is not entirely linked to
the profits of the Company, it is considered that, given the potential
volatility of aviation related businesses, this has contributed considerably
to the maintenance of a stable, motivated and high-calibre senior
management team in the Company. Furthermore, as a substantial
shareholder of the Company, it is in the best interest of Swire to see
that executives of high quality are seconded to and retained within the
Company.
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A number of Directors and senior staff with specialist skills are employed
directly by the Company on similar terms with the principal exception

“that their bonuses are paid by reference to the results of the Company
alone.

This policy and the levels of remuneration paid to Executive Directors
of the Company have been reviewed by the Remuneration Committee,
At its meeting in December, the Remuneration Committee considered
a report prepared for it by independent consultants, Mercer Human
Resource Consulting Limited, which confirmed that the remuneration
of the Company’s Executive Directors was in line with comparators in
peer group companies. The Committee approved individual Directors’
remuneration packages to be paid in respect of 2005.

No Director takes part in any discussion about his own remuneration.
The number of meetings held by the Board and committees during

the year and the attendance of individual Directors are set out in the
following table:
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Executive Remuneration Audit
The Board Committee Committee - Committee
Directors #= BER HiT£BE ¥eizge EREES
Non-Executive Directors FHEEE
Derek Cridland RE& 6/6
Davy Ho Cho Ying fs 6/6 7110
Peter Johansen BEH 5/6 171 3/3
Tony Tyler BERB 6/6 9/10
independent
Non-Executive Directors BILFFRHEES
Bob Adams BZiE "
Dinty Dickson Leach Z#&f 6/6 " 33
Lincoln Leong Kwok Kuen RE# 5/6 11 n
Dr. Alex Wu Shu Chih R#i%EL 5/6 0/2
Executive Directors EHEE
David Turnbull EER 6/6
Chan Ping Kit A 6/6 7110
Charles Bremridge #B% 2/2 2/2
Marven Bowles Exfd 6/6 9/10
Mark Hayman 58X 6/6 8/10
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Internal Audit

In order to review the system of internal control and to assess the
effectiveness of risk management procedures, the Company contracts
with the Swire Group Internal Audit Department for the provision of
internal audit services. It also has a small team of its own auditors
who undertake compliance audits. The Swire Group Internal Auditor
reports to the Company's Chairman and the Audit Committee, while the
Company's internal auditors report to the Audit Committee through the
Director Finance.

External Auditors

The external auditors are primarily responsible for auditing and reporting
on the annual financial statements. in 2004 the total remuneration paid
to the external auditors was HK$ 1 million.

Investor Relations

The Company continues to enhance relationship and communication
with its investors. Extensive information about the Company's
performance and activities is provided in the Annual Report and the
Interim Report which are sent to shareholders. Regular dialogue with
institutional investors and analysts is in place to keep them abreast of the
Company's development. Inquiries from investors are dealt with in an
informative and timely manner. All shareholders are encouraged to attend
the Annual General Meeting to discuss matters relating to the Company.
Any inquiries from shareholders can be addressed to the Group Public
Affairs Department whose contact details are given on page 22.

In order to promote effective communication, the Company maintains
its website at http://www.haeco.com on which financial and other
information relating to the Company and its business are disclosed.
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Executive Directors

David Muir TURNBULL *, aged 49, has been Chairman of the Board
since September 1995. He was Director and Managing Director of the
Company from January 1990 to December 1993 and rejoined the Board
in March 1995. He is also Chairman of Swire Pacific Limited, Cathay
Pacific Airways Limited, John Swire & Sons (H.K.) Limited and a director
of The Hongkong and Shanghai Banking Corporation Limited. He joined
the Swire group in 1976 and in addition to Hong Kong, has worked with
the group in Australia, Dubai, Malaysia, Indonesia and the Philippines.

CHAN Ping Kit, aged 59, has been Deputy Chairman and Chief
Executive Officer since 8th August 2001. He first joined the Company in
1966 and resigned as Deputy Chief Engineer (Maintenance) in June 1990.
He rejoined in December 1992 as General Manager (Base Maintenance &
China Operations) and was appointed a Director in November 1993 and
Managing Director in July 1998.

John Charles Godfrey BREMRIDGE *, aged 48, was appointed
Chief Operating Officer on 7th September 2004, He joined the Swire
group in November 1985 and in addition to Hong Kong, has worked with
the group in the United Kingdom, Japan, Australia, Korea and Bahrain.
He was Regional Manager Middle East, India & Africa of Cathay Pacific
Airways Limited before joining the Company.

Marven Anthony BOWLES -, aged 54, has been Director Finance
since October 2000. He ‘was Company Secretary from August 1991 to
October 1997. He joined the Swire group in 1981,

Mark HAYMAN, aged 44, joined the Company in October 2001 and
was appointed Director Engineering on 1st Februa‘ry 2002. He was
previously General Manager Engineering Planning and Technical Supplies
of Cathay Pacific Airways Limited. He joined the Swire group in 1987,

Non-Executive Directors

Derek George CRIDLAND, aged 59, has been a Director of the
Company since May 1998. He is also Engineering Director of Cathay
Pacific Airways Limited and a director of Hong Kong Aero Engine Services
Limited and Associated Engineers Limited. He is an employee of Cathay
Pacific Airways Limited.

Alternate: Christopher Patrick GIBBS
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Davy HO Cho Ying *, aged 57, has been a Director of the Company
since September 1999. He joined the Swire group in 1970 and has
worked with the group in Hong Kong and Taiwan. He is also a director of
Swire Pacific Limited .and John Swire & Sons (H.K.) Limited.

Peter Andre JOHANSEN ***, aged 62, has been a Director of
the Company since July 1984 and is Chairman of the Remuneration
Committee. He joined the Swire group in 1973 and has worked with the
group in Hong Kong and Japan. He is also a director of John Swire &
Sons Limited and Swire Pacific Limited.

- Antony Nigel TYLER *, aged 49, has been a Director of the Company
since December 1996. He joined the Swire group in 1977 and, in addition
to Hong Kong, has worked with the group in Australia, the Philippines,
Canada, Japan and Europe. He was appointed Chief Operating Officer of
Cathay Pacific Airways Limited in January 2005. He is also Chairman of
AHK Afr Hong Kong Limited and a director of John Swire & Sons (H.K.)
Limited and Hong Kong Dragon Airlines Limited.

Independent Non-Executive Directors

Robert Ernest ADAMS, aged 61, was appointed a Director of the
Company on 1st October 2004. He is the Chief Operating Officer of Li &
Fung Limited, and previously was an executive director of CITIC Pacific
Limited.

James Seymour DICKSON LEACH #*, aged 59, has been a Director
of the Company since July 1986 and is Chairman of the Audit Commitiee.
He is also Vice Chairman of CLP Holdings Limited, Chairman of Tai Ping
Carpets International Limited and Sir Elly Kadoorie & Sons Limited, and a
director of The Hongkong & Shanghai Hotels, Limited.

Alternate: Dr. The Hon. Michael David KADOORIE

Lincoln LEONG Kwok Kuen **, aged 44, has been a Director of
the Company since March 2003. He is alsc Finance Director of MTR
Corporation Limited and a non-executive director of Tai Ping Carpets
International Limited.

Notes

#Member of the Audit Committee

* Member of the Remuneration Committee

* These Directors are emplayees of the John Swire & Sons Limited group.
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Executive Officer

John CHI Tin Mong, aged 60, joined the Company in 1962. He was
appointed Director and Chief Operation Officer of Taikoo (Xiamen)
Aircraft Engineering Company Limited, a subsidiary of the Company
incorporated in the People’s Republic of China in September 1996.

Secretary
Margaret YU CHAN Sau Mui, aged 59, has been Company Secretary
since September 2002. She joined the Swire group in 1978.
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Financial Calendar 2005

“ESIFEEMERR

Annual Report sént to shareholders 8th April  mANH FEBRIBEEREBRE
Shares trade ex-dividend 28th April mA=+Ng RIPBRERS

Share register closed 3rd-10thMay  ER=8E+A REBFFEIEHSE
Annual General Meeting 10thMay EA+H RRBEAE

Payment of 2004 final dividend 20thMay  BEBZ=+H R —EERFERERE
Interim resufts announcement August NE EffPHEs

Interim dividendfpayable September A B REHHRE
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The Directors submit their report and the audited accounts for the year
ended 31st December 2004 which are set out an pages 30 to 55.

Principal activity and results

The Hong Kong Aircraft Engineering Company Limited Group is
primarily engaged in the business of commercial aircraft overhaul and
maintenance. Its operations are carried out principally in Hong Kong and
Xiamen, People’s Republic of China. The results of the Group are set out
in the consolidated profit and loss account on page 30.

Ten-year financial summary
A ten-year financial summary of the results and of the assets and
liabilities of the Group is shown on pages 2 and 3.

Dividends

The Directors recommend the payment of a final dividend of HK$0.77
per ordinary share for the year ended 31st December 2004 which,
together with the interim dividend of HK$0.32 per ordinary share paid
on 27th Septemper 2004 makes a total dividend for the year of HK$1.09
per ordinary share. This represents a total distribution for the year of
HK$181 million. Subject to the approval of the 2004 final dividend by
the shareholders at the Annual General Meeting on 10th May 2005,
it is expected that the dividend will be paid on 20th May 2005 to
shareholders registered on 10th May 2005. The shareholders’ register will
be closed from 3rd May 2005 to 10th May 2005, both dates inclusive.

Reserves
Movements in the reserves of the Campany and the Group during the
year are set out in note 19 to the accounts.

Bank and other borrowings

The Company and its subsidiary companies have no bank loans at the
end of the year. The details of other borrowings are shown in note 20 to
the accounts.

Interest .
The details of interest are included in note 6 to the accounts.

Accounting policies
The principal accounting policies of the Group are set out in note 2 to
the accounts.

Donations _
During the year the Company and its subsidiary companies made
donations for charitable purposes totalling HK$2 million.
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Fixed assets
Movements of fixed assets are shown in note 11 to the accounts.

Share capital
During the year under review, no purchase, sale or redemption of

the shares of the Company has been effected by the Company or its
subsidiary companies {(2003: nil). At 31st December 2004, 166,324,850
shares were in issue (31st December 2003: 166,324,850 shares).

Commitments and contingencies

Details of capital commitments of the Group and the Company as at
31st December 2004 are set cut in note 22 to the accounts, There are no
contingent liabilities as at 31st December 2004.

Major customers and suppliers (significant
contracts)

74% of sales and 43% of purchases during the year were attributable
to the Group's five largest customers and suppliers respectively. 46% of
sales were made to the Group’s largest customer, Cathay Pacific Airways
Limited, while 20% of purchases were from the largest supplier, Aero
Inventory (U.K.) Limited.

No Director, their associates or any shareholder who, to the knowledge of
the Directors, owns more than 5% of the Company's issued share capital
(other than in respect to Cathay Pacific Airways Limited) has an interest
in the customers or suppliers disclosed above,

Agreement for services

The Company had an agreement for services (“Old Agreement”) with
John Swire & Sons (H.K.) Limited (“JSSHK"). Pursuant to the Old
Agreement, JSSHK provided advice and expertise of the directors and
senior officers of the John Swire & Sons Limited ("Swire”) group, full
or part time services of members of the staff of the Swire group, other
administrative and similar services and such other services as may have
been agreed from time to time.

In return for these services, JSSHK received annual service fees calculated
as 2.5% of the Company's consolidated profit before taxation and
minarity interests after certain adjustments. The fees for each year were
payable in cash in arrears in two instalments, an interim payment by the
end of October and a final payment by the end of April of the following
year, adjusted to take account of the interim payment. The Company also
reimbursed the Swire group for all the expenses incurred in the provision
of the services at cost. The Old Agreement was terminated on 31st
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December 2004 and replaced by a new agreement (“New Agreement”)
signed cn 1st December 2004 also with JSSHK.

The New Agreement tock effect from 1st January 2005 and will terminate
on 31st December 2007. However it is renewable for successive periods
of three years thereafter unless either party to it gives to the other
notice of termination of not less than three months expiring on any 31st
December.

The terms of the New Agreement are substantially the same as those of
the Old Agreement. The Directors estimate that the maximum aggregate
annual amount of the service fees and the costs reimbursed to the Swire
group under the New Agreement (excluding those in respect of shared
administrative services) will not exceed HK$30 million.

Swire is the holding company of Swire Pacific Limited ("Swire Pacific”)
which owns approximately 32.5% of the issued capital of the Company
and JSSHK, a wholly owned subsidiary of Swire, is therefore a connected
person of the Company under the Listing Rules. The transactions under
the New Agreement are continuing connected transactions under the

Listing Rules, in respect of which an announcement dated 1st December -

2004 was published by the Company.

As directors and employees of the Swire group, David Turnbull, Marven
Bowles, Charles Bremridge, Davy Ho Cho Ying, Peter Johansen and Tony
Tyler are interested in both the Old Agreement and the New Agreement,
and in the case of Peter Johansen also as a shareholder.

Particulars of the fees paid and the expenses reimbursed for the year
ended 31st December 2004 are given in note 24 to the accounts.

Connected transaction

The Company has placed its property all risks insurance ("the Policy”)
for the period 1st April 2004 to 31st March 2005 through Spaciom
Limited {"SPACIOM"), a captive insurance company incorporated in the
Isle of Man and wholly-owned by Swire Pacific. The premium paid by
the Company in respect of the Policy was HK$4,095,092. The Directors
consider that, by placing insurance through SPACIOM, the Company will
better identify, control and manage the risks that the Company confronts
as well as lower its cost of insurance.

This is a connected transaction because of Swire Pacific's sharehelding
in the Company as noted above and an announcement dated 16th June
2004 was published by the Company.
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FHEREXR
ERERMEARLR([ERMZE])

) 2EHB2ERBEH ([TCPEH])

Continuing connected transactions
AHK Air Hong Kong Limited ("AHK")
i) Total Care Package Contract (“the TCP Contract”)

As part of the normal commercial activities of the Company in the
ordinary and normal course of its business, the Company entered
into the TCP Contract with AHK on 9th September 2004. Pursuant to
this contract, the Company provides a total care package for AHK's
fleet comprising initially six Airbus A300-600 freighters for a term of
8 years from 10th September 2004. AHK may extend this for a first
term of 12 months and thereafter for a second term of 18 months. The
service provided includes acquiring an inventory of spares for leasing
to AHK and providing management, logistic support and maintenance
to this inventory.

The Directors estimate that the maximum aggregate annuai value (“the
annual cap”) of the TCP Contract will not exceed the amounts set out
below;

ARARZEEONFAANBRERMEN X
TCPEH » RAARAIEEBHREFTZERS
EEH—H2 - RELSH  FREARERME
NEEEARRERELA300-600H §H# 2 #x
RULBLELERY SNFHANE @z
ZZNENATAEST - ERMZATERGNEF
B E-RUERFH+-ER  2BE-RT
ERFHTNAEA -REZBERERY—EH
ERMTHEZHENE  AAFREHER &
PXEREERY -

ESRETCPENZEERSRE([8F L
R1STEBETFIEE

For the year ending 31st December Up to 31st August
BZE+-A=+-BuLEE BENA=+-BL
2004 2005 2006 2007 2008 2009 2010 2011 2012
(in HK$ Thousand B#F )
4,800 17,000 18,300 22,200 33,700 33,700 33,700 33,700 22,500

ii} Line Maintenance Contract (“the LM Contract”)

Pursuant to this contract ‘with AHK dated 9th September 2004,
which is for a term of five years from 12th September 2004, the
Company provides line maintenance services for AHK's fleet at Hong
Kong International Airport. The services provided include routine
maintenance check, non-routine maintenance, actions to address
inbound technical issues, ad-hoc maintenance support, ramp services,
material supplies, tooling supplies, aircraft release and certification,
and aircraft on ground support.

The Directors estimate that the annual cap of the LM Contract will not
exceed the amounts set out below:

i) SNEEESH (TLMER] )

WENR-ZBENFAENARERMET L -
BNFEHRALE BH-TEZMFAATZ-HE
e RBLEN  ARFREBEBRBBRER
MEZHBRHEIDEERE - REZRBEE
BRMEEERSE  FERUEES  REARIH
MRz RMEE  FHEEZE  FRITRS
MEHRE - TAHRE  RERTREE  UARRK
B EXE -

EERAHSIMEN ZEELRETEHRATY
AR

For the year ending 31st December Up to 31st August
BE+t-F=T-RLEE BENB=+-AL
2004 2005 2006 2007 2008 2009
(in HK$ Thousand B#F7T)
725 5,586 5,947 5,987 6,110 4,125

AHK is a 60% owned subsidiary of Cathay Pacific Airways Limited
(“Cathay Pacific”} which is a connected person of the Company
because of its 27.4% interest in the Company and hence is an
associate of Cathay Pacific and a connected person of the Company
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under the Listing Rules. Both the TCP Contract and the LM Contract
are therefore continuing connected transactions for the Company in
respect of which an announcement dated 13th September 2004 was
published,

The Independent Non-Executive Directors of the Company have
reviewed these transactions and confirmed that they have been
entered into:

i) in the usual and ordinary course of the Company's business;

ii) either on normal commercial terms or on terms no more
favourable to AHK than terms available to mdependent third
parties; and

iii) in accordance with the TCP Contract and LM Contract on terms
that are fair and reasonable and in the interests of the
shareholders of the Company as a whole.

Auditors of the Company have reviewed the transactions and
confirmed to the Board of Directors that;

“At your request, we have agreed to perform the following procedures
and report to you the factual findings resulting from our work:

* the Transactions had received.the approval of the Board of
Directors of the Company;

* based on the opinion from independent financial advisor the
Transactions were entered under normal business practices and
commercial terms for the Company;

¢ the Transactions entered into in accordance with the
agreements; and

¢ the aggregate values of the Transactions (revenues recognised
by the Company from the Transactions) fall within the annual
cap(s) &s stated in the Announcement.”

Directors

Of the present Directors whose names are listed on pages 19 to 20,
Charles Bremridge and Bob Adams were appointed on 7th September
2004 and 1st October 2004 respectively. All the remaining Directors
served throughout the year and still hold office at the date of this report.

In addition, Dr. Alex Wu Shu Chih served as a Director during the year
and it is with great sadness that the Directors report his death on 10th
January 2005,

At various times during the year, Chris Gibbs and Dr. The Hon. Michael

Kadoorie served as alternate Directors.

Article 93 of the Company’s Articles of Association provides for all
Directors to retire at the third annual general meeting following their
election by ordinary resolution. In accordance therewith Derek Cridland,
Dinty Dickson Leach and Mark Hayman retire at the forthcoming Annual
General Meeting of the Company and being eligible, offer themselves for
re-election.
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Bob Adams and Charles Bremridge, having heen appointed to the Board
under Article 91 since the last annua! general meeting, also retire and
offer themselves for election.

No Director has a service contract with the Company that is not
determinable by the employer within one year without payment of
compensation (other than statutory compensation).

Fees totalling HK$0.4 million were paid to the Independent Non-
Executive Directors during the year; they received no other emoluments
from the Company or any of its subsidiary companies.

Directors’ interests
At 31st December 2004, the register maintained under Section 352 of
the Securities and Futures Ordinance (“SFO") showed that the following
Directors held beneficial interests in the shares of Hong Kong Aircraft
Engineering Company Limited:

BERERUBIRBELARREALT—RRLER
RAFAERBZARES  TRAFERLRER
BB

RESYRERANNTETIEEIRTREE(E
EZBREEHRMMR-ERLLEZRESH -

FAXNTFRYUARRES A BENTE
U RELBEAADFARARTAMBELARERER

EENa

RIZENFT-A=+-8 REFERBER
PIEZEATHRARUZEMAMER  UTE
EEEEBRBIBERLAZROPEEES

Percentage of

Personal Other Total issued capital (%)

BAER R @3t ERTBREE (%)
Dr. The Hon. Michael Kadoorie - 3,782,886" 3,782,886 2.3 AEREREL
(alternate Director) (RES)
Dinty Dickson Leach 124,800 - 124,800 0.1 ZEE

* Dr. The Hon. Michael Kadoorie is @ beneficiary and the founder of discretionary trust which hofds these shares.

Other than as stated above, no Director or Chief Executive of the
Company had any interest or short position, whether beneficial or non-
beneficial, in the shares or underlying shares and debentures of the
Company or any of its associated corporations, if any (within the meaning
of Part XV of the SFQ).

Neither during nor prior to the year under review has any right been
granted to, or exercised by, any Director of the Company, or to or by the
spouse or minor child of any Director, to subscribe for shares, warrants or
debentures of the Company.

At no time during the year did any Director, other than as stated in this
report, have a beneficial interest, whether directly or indirectly, in a
contract to which the Company, or any of its associated corporations was
a party, which was of significance and in which the Director’s interest
was material.

At no time during the year was the Company, or any of its associated
corporations, a party to any arrangements to enable the Directars of the
Company to acquire benefits by means of the acquisition of shares in or
debentures of the Company or any other body corporate.
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Substantial shareholders’ and other interests
The register of interests in shares and short pasitions maintained under
Section 336 of the SFO shows that at 31st December 2004 the Campany
had been notified of the following interests in the shares of the Company
held by substantial shareholders (as defined in the Listing Rules), all
being beneficial interests:

FERFHGRAfIER
BEIESRAGRAZZEZ T ARARIZRH
RAREREMAE R-FEFMFE+ZA=1+-
B ALACEBENIERRRADTZROES
AT R (ERRLEMRE)  2HH88HE

Number of Percentage of

shares . issued capital {%) Remarks

ROEE EEITREE S (%) B
John Swire & Sons Limited
AEALEEERAD 99,649,103 59.9
Swire Pacific Limited ‘ ‘ ) Duplication of John Swire & Sons
KEROERAT 99,649,103 59.9 ) Limited’s holding (see Note)
Cathay Pacific Airways Limited ) REBATEAERLT
BEREERAT ‘ 45,649,686 27.4) ZHRETB(RHEE)

Note: At 31st December 2004, the John Swire & Sons Limited group owned directly or indireéi\y interests
in shares of Swire Paific Limited representing 29.5% of the issued share capital and 52.9% of
the voting rights; Swire Pacific Limited in turn controlled 46.5% of Cathay Pacific Airways Limited

In addition, at 31st December 2004 the register of interests in shares
and short positions showed the following interest in the shares of the

B RZBENF+ZRAZ+-8 REAGREEER
HREEZATROER2IRMERAEAZ-HAEAER
TRERBIZETZIHALRE  AERGERATAY

REBFNEERAGES 2B+ BRERE -

o RZZERE+ZAZ+-0 - RERHE
BRAREMIE URELEZZFHZALRT

Company held in the capacity of investment manager: BAERNT
Number of Percentage of
. shares issued capital (%)
ROEE BRITREABDH(%)
© Marathon Asset Management Limited 14,985,730. 9.0
Public ficat LERBRE

To the best information and belief of the Directors, at least 25% of the
Company's total issued share capital was held by the public at all times
during the period under review.

Auditors

A resolution for the re-appointment of PricewaterhouseCoopers as
Auditors of the Company is to be proposed at the forthcoming Annual
General Meeting.

By order of the Board
David Turnbull

Chairman
Hong Kong, 8th March 2005
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CONSOLIDATED PROFIT AND LOSS ACCOUNT | 4% & # @ &

for the year ended 31st December 2004 BE _FENF+—/F=+—HILFE

Note BfsE 2004 2003

(in HK$ Million) (BEEET)
Turnover 2(m) 2,153 1,987 ERaEm
Operating expenses: EREY -

Staff remuneration 4 (1,082) (1,045) BaFmm

Cost of direct material/job expenses (374) (480) HEMHER/ THERX

Depreciation 11 (144) (129) e

Operating lease rentals - land & buildings (46) {50) ERHEHS — THRBTF

Auditars’ remuneration (1) {1 RERTE 2

Changes in work in progress (19) 1 RAREIREH

Other operating expenses (265) {175) Hib &%=
Operating profit 222 108 ¢ Fi2 )
Net finance charges 6 (3) 4) MEZHBR
Net operating profit 219 104 BEBET
Share of results of jointly controlled companies 13 301 307 G RA T RE
Profit before taxation 520 411 R AR F
Taxation 7 (69) (66) R\
Profit after taxation 451 345 RiREEF
Minority interests (13) - PHERERS
Profit attributable to shareholders 8 438 345 R T (52 %
Dividends 3.8

Interim - paid 53 47 RE— B

Final ~ proposed 128 93 RE — BEIR

Special - 166 55l

9 181 306

Earnings per share 10 HK$2.63 HK$2.07 HRET
Dividends per share 9 |EREA

interim HK$0.32 HK$0.28 FR AR

Final HK$0.77 HK$0.56 REA

Special - HK$1.00 5l

Total HKS$1.09 HK$1.§4 a4

The notes on pages 35 to 55 form part of these accounts.
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at 31st December 2004 —BBME+F=F=+— B&E

Lo

N Note fi3E 2004 2003
(in HK$ Million): (BHEBT)
Fixed assets . = = ‘ 11 2,300 1,513 EERE
Jointly controlled companies. 13 718 1,122 HERTH
I .
Deferred‘ite“ms‘ ‘ BERR
Staff Ioans ‘ Ry 5 5 BERR
Retirement benefit assets 14 199 196 BHREEE
Deferred taxation 15 (158) (140) EHEHIE
o ‘ 46 61
Current assets RURE
Stocks of arcraftparts 16 71 33 REBHEFE
Work in progress 16 79 70 REIR
Debtors and prepayments: 17 393 202 RBRRENRE
Amounts due from jointly. controlied companies 14 15 ERHELTRE
Deposits and bank balances 21(c) 576 420 BRRBITHE
SN 1,133 740
Current liabilities A wEAR
Creditors and aceruals 17 484 329 BARESRER
Term loan due within orie year 20 4 4 —EREzRBEK
Amount due to“afj‘ointly controlled company - 15 BAAZELREE
Taxation ‘ 9 - BB
e 497 348
Net current ‘asset‘s 636 392 RDREPHE
3,700 3,088
Financed by: | ERFR
Share capital ‘ 18 166 166 B’E
Reserves = . 19 2,943 2,817 GEtR
Shareholdefgf equity 3,108 2,983 BREERE
Minority interests 495 5 PEBRERR
Long termloan ‘ 20 96 100 REGER
3,700 3,088
David Turnbull BE
Dinty Dickson Leach ERE
Director . ZH(E

Hong Kong, ‘8th March 2005

\

-The notes on‘péges 351t0'55 form part of these accounts,
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at 31st December 2004 —BEERE+-_HA=1+—-H#E

Note BiEE 2004 2003
(in HK$ Million) (BMEEBT)
Fixed assets 11 1,461 1,513 EERE
Subsidiary companies 12 268 - BT
Jointly controlled companies 13 51 322 E2 373/ |
Deferred items RIERE
Staff loans 5 5 BEER
Retirement benefit assets 14 199 196 RATEE
Deferred taxation 15 {169) {(140) BRI
35 61
Current assets RDRE
Stocks of aircraft parts 16 34 33 RETHEFE
Work in progress 6 54 70 RFELE
Debtors and prepayments 17 292 202 PEUS R FHATERIE
Amount due from a subsidiary company 18 - FEUFE & = FE
Amounts due from jointly controlled companies 1" 15 RWHIZERBTE
Deposits and bank balances 387 407 ERRBITER
796 727
Current liabilities pid b R
Creditors and accruals 17 364 325 FEAY R BEET BRI
Term loan due within one year 20 4 4 —FREmHZREER
Amount due to a subsidiary company 9 - BAME D SRE
Amount due to a jointly controlled company - 15 B RZELTRE
3717 344
Net current assets 419 383 REBRERE
2,234 2,279
Financed by: BEARR
Share capital 18 166 166 ;.23
Reserves 19 1,972 2,013 1]
Shareholders’ equity 2,138 2,179 Ao MBS 4R
Long term loan 20 96 100 BIRER
2,234 2,279
David Turnbull gz
Dinty Dickson Leach ERE
Director FE M

Hong Kong, 8th March 2005

The notes on pages 35 to 55 form part of these accounts.
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CONSOLIDATED CASH FLOW STATEMENT | % 6K &

for the year ended.31st December 2004 BE-BEME+=F=+—FLEF

iR

Note FizE 2004 2003

(in HK$ Million) (B EBT)
Operating activities BEXRY

Cash generated from operations 21(a) 317 253 CEBECRE

Interest paid (8) (9) BARE

Interest received ‘ 5 6 - BHWAIER
Net cash inflow from operating activities 314 250 EERBZRGRABRER
Investing activities RHRRH

Purchase of fixed assets (116) (47 BEEIEE

Sale of fixed assets 3 2 HEEEEE

Acquisition of a subsidiary company 21(d) 142 - BAMELR

Loan advanced 1o a jointly controlled company - {11) FHEZLATER

Loans repaid by jointly controlled companies 62 188 HIARHEREMER

Dividends received from jointly controfled companies 70 33 SRHEBEQAFZRE

Net (Iincrease)/decréase in short-term deposits maturing B=EAEHZERERCEEM)

after three morfths (15) 60 IR B

Net cash inflow from investing activities 146 225 HERBZRASRAIE
Financing activities RERE

Repaymenfof term-loan (8) (3) BERPER

Dividends paid to shareholders (312) (539) EAFREZRE

Dividends,paid to minority interests {25) - ERFLIERRERZRE
Net cash outflow from financing activities (341) (542) BRERBZASNRHBE
Increase/(decrease) in cash and cash equivalents 119 (67) Re BB SHEMBM/ (B D)
Cash and cash équ‘\’vé\ents at st January 408 475 —R-B#EZRERREZEY
Cash and cash equivalents at 31st December 527 408 +IHE+-BREEZASRASE

izt

The notes on pages 35:t0 55 form part of these accounts.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY | %z & R i & &) %k

for the year ended 31st December 2004 BZE-_EENF+ - A=1T—-AILEFEE

2004 2003
(in HK'$ Million) (B¥BET)
Total equity at 1st January 2,983 3177 —B—BEEZREE
Profit attributable to shareholders 438 345 REEL BT
Dividends paid (312) (539) [SERT3=3
Total equity at 31st December 3,109 2,983 T A=+ —REBEZREE

The notes on pages 35 to 55 form part of these accounts.
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NOTES TO THE ACCOUNTS | & H it 53

1. Principal éctivit‘ies

The Hong Kong Ajrcraft Engineering Company Limited Group is primarily engaged
in the business of commercial aircraft overnaul and maintenance in Hong Kong.
The prmopal‘actlvqtles of the Group's subsidiary and jointly controlled companies
are set out on page 55..-

Since the Group is primarily engaged in the business of maintenance,
modification and repair-of commercial aircraft in Hong Kong and overseas,
no further busmess segmental information has been reported. A geographical
segment analys»s of the Groups financial information is provided under note 3.
Financial summaries of the jointly controlled companies are provided under note
13, ‘ ‘

2. Statement of principal accounting policies

(a) Basis of preparation
The accounts have been prepared in accordance with the accounting
principles generally accepted in Hong Kong and comply with accounting
standards. issued by the Hong Kong Institute of Certified Public Accountants
{("HKICPA") and the disclosure requirements set out in the Listing Rules
of the Stock Exchange. There have been no major changes to the principal
accounting po\itieé for.2004.

The HKICPA has |ssued a number of new and revised Hong Kong Financial

Reporting Standards and Hong Kong Accounting Standards (“new HKFRSs")

which are effective for accounting periods beginning-on or after 1st January
2005. The Group has not early adopted these new HKFRSs in the financial
statements for the year ended 31st December 2004. The Group has already
commenced an assessment of the impact of these new HKFRSs but is not yet
in a position to-state-whether these new HKERSs would have a significant
impact on its results of operations and financial position.

(b) Basis of consolidation
The consolidated accounts: incorporate the accounts of Hong Kong Alrcraft
Engineering Company Limited and its subsidiary companies made up to 31st
December:

Turnover and the results of the subsidiary companies are included in the
consolidated‘pjroﬁt and loss account and the minority interests therein are
deducted from the consolidated profit after taxation. Results attributable
to subsidiary cojmpany interests acquired or disposed of during the year are
included from the date of acquisition or to the date of disposal as applicable.

Intercompany transactions, balances and unrealised gains on transactions

between Group compafies are eliminated upon consclidation.

Minarity interelsts in“the balance sheet comprise the outside shareholders’
proportion of the net assets of subsidiary companies.

() Subsidiary companies
Subsidiary companies are those companies in which the Group has an
interest of more than half the voting powers or otherwise has the power to
govern the financial and operating policies.

| B HONG KONG A\RCRAFT ENGINEERiNG COMPANY LIMITED
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In the Company’s balance sheet investments in subsidiary companies
are stated at cost less provision for any impairment losses. The results of
subsidiary companies are accounted for by the Company on the basis of
dividends received and receivable.

Jointly controlled companies

A joint venture is a contractual arrangement whereby the Group and other
parties undertake an economic activity which is subject to joint control and
none of the participating parties has unilateral control over the economic
activity of the entity.

The consclidated profit and loss account includes the Group's share of
results of jointly controlled companies. In the consolidated balance sheet, the
investment in jointly controlled companies represents the Group's share of
net assets. In the Company's balance sheet, investments in jointly controlied
companies are stated at cost less provision for any impairment losses.

Goodwill

Goodwill arising on consolidation represents the excess of cost of acquisition
of subsidiary and jointly controlled companies over the Group's share of the
fair value ascribed to the separable net assets at the date of acquisition. All
goodwill arising before 1st January 2001 was eliminated against revenue
reserve. Goodwill incurred after 1st January 2001 is capitalised in the
balance sheet and is amortised to the profit and loss account on a straight-
line basis over its estimated useful ecanomic iife.

Any impairment arising on goodwill is recognised in the profit and loss
account immediately.

Foreign currencies

Foreign currency denominated monetary assets and liabilities and the balance
sheets are translated into Hong Kong dollars at the rates of exchange ruling
at the balance sheet date. Foreign currency transactions during the year
are translated at the market exchange rates ruling at the transaction dates.
Exchange differences are reflected in the profit and loss account except for
unrealised differences on net investments in foreign subsidiary and jointly
controlled companies which are taken directly to revenue reserve,

The balance sheets of foreign subsidiary and jointly controlled companies
denominated in foreign currencies are translated at the rates of exchange
ruling at the balance sheet date whilst the profit and loss accounts are
translated at the weighted average exchange rates during the year.

Assets under operating leases
Leases where substantially all the rewards and risks of ownership of assets
remain with the leasing company are accounted for as operating leases.

Payments made and due under operating lease agreements are aggregated
and charged to operating profit evenly over the periods of the respective

EALARCEESRRA  MELRAZRERAT AN
ERESRERAR -MELBDREELARKRES
RO RERREAE -

(d) ##E0E

REMED-HENRY BREERAMENET-R
EEEE MREKEIDARRES  RE-E£8R
ZRHEHEZERCEREDETETREH -

GEERRERAEEEGRERRIRE - HEAHE
ERERL AHBELRZREAMSERTEEHEEEE
FBE - -ALLAEEARRAN  EHAERRZRERR
EMBRESBIE -

(o) B&E

FEREEMELCAEE DBRAMBLAARAELR
ZEREBAEBAERFRACITEAEFETREZ
ATEE-FEARCEE-E-R-ORELZHEE
BREEEETDHE —RB-E-F-ORELZH
EEYFREERERNESL  REBHMETZBX
HUESBHE ARBRS -

AERBEEEE 2 HENKRBRRETED

(f) s

RABRBUCSNEERREREESAR  CRE
ERBREGAZEBELRER - FRZMBTZU
XEACHBELRGE - HRBETIABHRE 8
RABMBERAZRLR 2REFRARRERARK
S BEZEIETTARBREER

RER S EZAEHBRLBAT 2 EEER
RUEEBERAEA 2 ARERE  MARELN
BIBERIAE -

(9) B¥HEELE

ERANNRE-OBRARBERAEELDFE
B HEEFEREEAR-

REXMEBEXFAHRL2HERR  EofiitER
HERTIIIAERBRNEP XS -

leases. :

(h) BEAERNE |
BERERA SRR E R R AR -

{h) Fixed assets and depreciation
Fixed assets are carried at cost less accumulated depreciation and
accumulated impairment fosses.
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NOTES TO THE ACCOUNTS | Bz k5 I &t

(i

Rates of depreciation are calculated to write off the cost of fixed assets aver
the estimated useful lives of the assets.

Depreciation rates in use for fixed assets are as follows:
Leasehold land and associated costs
Buildings and facilities
Equipment, plant and machinery 9% t0 33%
Motor vehiclés, computer software 18% t0 20%
Rotable spares 7%
Plant and buildings-under construction Nil

Lease period
2.5% to 5%

Where the carrying amount of an asset is greater than its estimated
recoverable amount,.an impairment loss is recognised to reduce the asset to
its recoverable amount.

The gain,or loss on disposal of a fixed asset represents the difference
between the net sales proceeds and the carrying amount of the asset, and is
recognised in-the profit and loss account.

Stocks and work in progress

Stocks and work in progress are stated at the lower of cost, calculated on
a weighted average basis, and net realisable value. Net realisable value is
determined on the. basis of anticipated sales proceeds less estimated selling
expenses.

() Accounts receivable

(k)

Provision is made against accounts receivable to the extent they are
considered: to: be doubtful. Accounts receivable in the balance sheet are
stated net of such provision.

Cash and cash equivalents
Deposits and bank balances are carried in the balance sheet at cost.

For the purposes of the cash flow statement, cash and cash equivalents
comprise-cash in hand, amounts repayable on demand from banks and
financial institutions and short-term liquid investments which were within
three months of maturity when acquired, less bank overdrafts.

Deferred taxation

Deferred taxation is provided in full, using the liability method, on temporary
differences ariéing between the tax bases of assets and liabilities and their
carrying amounts in the accounts. Taxation rates enacted or substantively
enacted by the balance sheet date are used to determine deferred taxation.

Deferred tax assets are recognised to the extent that it is probable that
future taxable profit will be available against which the temporary differences
can be utilised:.

Deferred taxation is provided on temporary differences arising on investments
in subsidiary and jointly controlled companies, except where the timing of
the reversal of the temporary difference can be controlled and it is probable
that the temporary difference will not reverse in the foreseeable future.

HONG KONG AIRCRAFT ENG!NEERING COMPANY LIMITED
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{m) Turnover and revenue recognition

Turnover is the aggregate of amounts invoiced to customers. Invoices are
raised either on completion or on stage completion depending on the terms
of individual contracts. For incomplete contract work, revenue recognised
represents cost of work incurred which is valued on the same basis as wark
in progress {note i). Total revenue recognised for the completed contract is
equal to the aggregate of amounts invoiced for the contract. Finance income
is recognised on an accrual basis. Dividend income is recognised when the
right to receive payment is established.

(n) Staff benefits
(i} Retirement benefits
The Company offers either the Mandatory Provident Fund (“MPF") or one
of two defined benefit retirement schemes to staff. The latter schemes
are held under trust arrangements and actuarially valued as required on
a reqular basis using a prospective actuarial valuation methad. They are
funded in accordance with the actuarial recommendation.

The Company's contributions to the MPF are charged to the profit and
loss account as incurred. For the two defined benefit schemes, retirement
benefit costs, which are assessed using the projected unit credit method,
are charged to the profit and loss account. Under this method, plan
assets are measured at fair value; retirement benefit obligations are
measured as the present value of the estimated future cash flows by
reference to market yields on Exchange Fund Notes, which have terms
to maturity approximating the terms of the related liability. Actuarial
gains and losses to the extent of the amount in excess of 10% of the
greater of the present value of the plan obligations and the fair value of
plan assets are recognised in the consolidated profit and loss account
over the expected average remaining service lives of the participating
employees.

The above calculations are performed annually by an actuary or the
administration manager of the schemes.

Taikoo (Xiamer) Aircraft Engineering Company Limited ("TAECO") pays
contributions to the required statutory retirement scheme for its local
employees. The scheme is operated by the Mainland China government.
Contribution to the scheme is expensed as incurred.

(ii) Staff leave entitlements
Costs related to staff annual leave are recognised as the leave accrues to

(mEE£ERRUZAE
ERBEABRERRES A - REREENSOK
FRIBRBEARTARERL - XRZTIRZAHEW
AMERERIRGEEETEZIRKSE (&) -
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(i BEETEE 2R
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staff. (o) EBEAL
EREALERARLAR  SENEARARAZLT
{o) Related parties : HEA AFHEEEHIEERBEEHZE-F 3
Related parties are individuals and companies, including subsidiary and TR BAE U — B BEAE S

jointly controlled companies, where the individual, company, or group has the
ability, directly or indirectly, to control the other party or exercise significant
influence over the party in making financial and operating decisions.
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NOTES TO THE ACCOUNTS IEEHE

3. Segment information
Reporting by geograpmcal segment for the year ended 31st December:

3. 3RRH
BE+ZASH-RLEERBEDEARE

Operating principally Operating in Inter-segment
in Hong Kong Mainland China elimination Total
FEREBEE RPBERHRE opicd kiR ] a5t
‘ ! 2004 2003 2004 2003 2004 2003 - 2004 2003
{in HK$ Million) ~ (BEEHT)
Turnover 1,988 1,987 172 - (7 - 2,153 1987 EXf®
Operating profit 200 108 21 - 222 108 EEEA
Net finance {charges)/income 4) (4) 1 - (3) 4) EBEEAEE
Share of results of jointly
controlled companies 210 213 Ell 94 301 307 REQREWEER
Profit before t‘axatil‘o‘n' ‘ 407 317 113 94 520 411 BRBIEEN
Profit attributable to shareholders .~ 342 257 9% 8 438 345 REREERH
Capital expenditure ' N 83 47 33 - 16 47 &FxmEx
Depreciation =~ 128 129 16 - 1494 129 ¥E
Analysis of total assets and total liabilities of the Group by geographical segment at TR -HREEOREENEEER
31st December; ‘ BREGEEZON
‘ Operating principally Operating in inter-segment
in Hong Kong Mainland China elimination Total
TEREBEE R BRI EE A2 M @t
o 2004 2003 2004 2003 2004 2003 2004 2003
(in HK$ Million) (B EHET)
Segment assets ‘ 2,475 2454 1,189 - (27) - 3,637 2454 SEHHAE
Jointly controlled compames : - 668 627 50 435 . - - 718 1,122 H#ELF
Segment liabilities ‘ (550) (488) (132) - 27 - (655) (488) #HEEE
Long term loan - (96) (100 - - - - (96) (100) EHER
Minority interests” . (5) (5)  (490) - - - (495) (5) LEBRRER
Net assets 2,492 2488 617 495 - - 3,109 2983 HEES
4. Staff remuneratlon 4. REFHH

Total staff remunerat(on which includes pension scheme contributions, salaries,
allowances and beneflts in kind for 2004 amounted to HK$1,082 million (2003:
HK$1,045 million).; Of the:five highest paid employees, four {2003: four) were
Directors and details of their remuneration are given in note 5; remuneration
details for the o‘ther“one {2003:-one) employee are:

“ERMEEERASSEUN - HE  ZEREVNE
ZREFHAABRATENT_RER(CEE=FRER
TERTLERL) - DEESFRED  OR(CEE=ZE
AOE)REE  HMSRMESHE BT -4(Z8E=
ER-B)ZFHFANT

Group &M@
2004 2003
Allowances & other
Basic salary Bonus benefits Total Total
B} BEXFE B4 AR RMBER @5t Et
{in HK$ Thousand) | N (BT T)
1,356 496 670 2,522 2,920 BR&

Jehn Chi Tin Mong

HONG KONG AIRCRAFT ENGINEERING COMPANY LMITED
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5. Directors’ remuneration 5. EEM#
Total number of Directors who served during the year was thirteen (2003: FREAESEYELHATZANCEEREZERT A H

twelve). Their remuneration was as follows: MeEnmT
Group £E
2004 2003
Allowances &
Directors' other henefits
fees*  Basic salary Bonus* BEER Total Total
EERET EixFs 1AL =gkl @5t et
(in HK$ Thousand) (B F )
Executive Directars: EEEE
David Turnbull - 528 492 393 1,413 1,361 BER
Chan Ping Kit - 2,640 2,225 1,372 6,237 6,521 BRIR G
Charles Bremridge - 367 - 690 1,057 - AL IS
Marven Bowles - 1,380 1,288 1,222 3,890 5,099 EXH
Mark Hayman - 1,483 667 1,032 3,182 3,312 BB
John Paterson - - 1,393 45 1,438 5915 WXIE
- 6,398 6,065 4,754 17,217 22,208
Non-Executive Directors: kEBES:
Derek Cridland - - - - - - REER
Davy Ho Cho Ying - - - - - - G ES
Peter Johansen - - - - - - BEY
Tony Tyler - - - - - - BER
Independent Non-Executive Directors: BUHFEHER.
Bob Adams 20 - - - 20 - BRE
Dinty Dickson Leach 160 - - - 160 115 E@RE
Lincoln Leong Kwok Kuen 122 - - ~ 122 80 REE
Dr. Alex Wu Shu Chih 118 - - - 118 85 REEEL
420 - - - 420 280

420 6,398 6,065 4,754

1637 2048

* Annual Directors' fees are determined by the Board and for 2004 comprised Director's fee  "SE&zEBHGHEER/RE  —STMFAFEEREER
HK$80,000, fee for serving on Audit Committee HK$50,000 and fee for serving on NET HISHZSEMLESTER  RHAEMESS
Remuneration Committee HK$30,000 respectively. BeBsE=ET .

* Bonus paid to the Executive Directors in the year is based on previous year's results. & SO " R
John Paterson resigned in 2003, but received a bonus fn 2004 based on 2003 results. ;@;gi;gﬁgéggﬁigfigizyj;;Zﬁi

BIBAL -
6. Net finance charges 6. MBEXHRE
Group %8
2004 2003

(in HK$ Million) (B¥BEET)
Finance income 5 5 5 TN
Interest on long term loan not wholly repayable BERTEAZHNEEZ

within five years (note 20) (8) (9) ERRERFE (FHi3320)
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NOTES TO THE ACCOUNTS [ SR E fi i

7. Taxation 7. BHE
Group &£E
2004 2003 _
{in HK$ Miflion) (BEHET)
The taxation charge comprises: HEZHEE
The Company and its subsidiary companies: ERAREMBELAR
Current taxation — overseas (1 - AHEE - §o
Deferred taxation {note 15) (23) (22) EEHE (E15)
' : (24) 22)
Share of taxation attributable to jeintly controlled
companies:’ EEREATZEE
Hong Kong profits tax (37) (38) EEAES
Overseas tax ‘ (8) {6) BABE
’ (45) {44)
(69) (66)

No provision for Hong Kong profits tax has been made by the Company for the
year as its as#essable profit is wholly absorbed by the tax losses brought forward.
Hong Kong profits tax.is calculated at 17.5% (2003: 17.5%) on the estimated
assessable profits for the year. Overseas tax is calculated at tax rates prevailing
in the respective jurisdictions.

SANRERRENE R 2 BABRABANEY  FI
KERKFEEBAGRELERE  EBRBRNULE
B2 ERREA AR EE S 2 T LR EHE(TEEE
EREAZTLEHE) - BARENRE DLERBFEE
2BEHE -

Reconciliation between the tax charge and tax at the applicable tax rate: REZHEEARZ 2 ERE
| Group £E
2004 2003
(in HK§ Million) " ‘ (BB E&ET)
Profit before taxation 520 an FREL AT R
Nominal amount afHong Kong profits tax rate of REBNBHEE 2 TLBR (CEEZFHRBI2TL
17.5% (2003: 17.5%) (91) (72) BE) HEZEE
Effect of different tax rates in overseas jurisdictions 15 9 BARLERETEAREHE
Non-taxable items. . ‘ 7 9 BEARY2ER
Utilisation of previously unrecognised tax losses - 1 ERBAEERERBEER
Over provisions in :‘p‘rior years - 1 BHEFELERRRES
Effect of changes in tax rates - (14) BHERF2ZE
BRE 2 BR T LB

Total tax charge per accounts (69) (66)

I o ] HONG KONG AIRCRAFT ENGINEERING- COMPANY LIMITED
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8. Profit attributable to shareholders
Of the profit attributable to shareholders, HK$271 million {2003: HK$115
million) is dealt with in the accounts of the Company.

8. HEBEEF
REBEEFN T CHERFRTRERNAEE-RLT
—HERA(ZER=FhE¥-—R-ThEET)-

9. Dividends 9. BB
Company 24 a]
2004 2003
(in HK§ Million) (BEEET)
Interim, paid on 27th September 2004, of HK$0.32 RIBEOFAAZTLEEREZHHERE
per share (2003: HK$0.28 per share) 53 47 BRER2L (ZEE=EABRAEN0.287)
Final, proposed, of HK$0.77 per share BRARRESRBR0ITR
{2003: HK$0.56 per share) 128 93 (ZBB=FREREB0.567T)
Special, of nil per share (2003: HK$1.00 per share) - 166 HEREERBYEET (CEE-FASRBHE1.007)
181 306

At a Board meeting held on 8th March 2005, Directors recommended a final
dividend of HK$0.77 per share. The proposed dividend is not reflected as
dividend payable in these accounts, but will be accounted for as an appropriation
of the revenue reserve for the year ending 31st December 2005.

10. Earnings per share

Earnings per share are calculated by reference to the profit attributable to
shareholders of HK$438 million {2003: HK$345 million) and to the weighted
average of 166,324,850 (2003: 166,324,850) ordinary shares in issue.

L@ " HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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11. Fixed assets 11, BRHEE

Group &£E
Vehicles, Plant and
Plant,  equipment buildings
machinery  and under
and tools furniture  Rotable  construction
Leasehold BE - S spares  m@mz
land  Buildings s 0 WiEE BE Totat
‘ HELH [ RIA RERR HH R#pF ko]
(in HK$ Miflion) o (BMEET)
Cost ‘ g R&
At 31st December 2003 21 1,067 952 182 73 9 2304 ZZE=F+-A=+-HELH
Acquisition of a subsidiary company 206 656 278 33 - 54 1,227 BAWEBLHE
Additions and transfefs’ - - iy 14 44 17 16 HBERSBE
Disposals : - - {25) 27 3) - (55) HE
At 315t December 2004 ‘ 227 1,723 1,246 202 114 80 3592 ZEEMF+_A=+-HEEH
Depreciation ‘ ' , wE
At 315t December 2003 2 201 423 160 5 - 791 CZES=F+ZA=+-BE£E
Acquisition of a subsidiary company 26 209 147 22 - - 404 BAMBLH
Charge for the year 2 62 61 13 6 - 144 FTEEIE
Disposals ‘ - - (21) (26} - - (47) HE
At 31st December 2004 30 472 610 169 11 - 1292 —EENE4+-_B=+-HEE
Net book value ‘ , EBEPE
At 315t December 2004 ’ 197 1,251 636 33 103 80 2300 —ETMFF-A=+-HEE
At 315t Decernber 2003 19 866 529 22 68 9 1513 ZEE=F+-A=+-BHEE
Company 228
Vehicles, Plant and
Plant,  equipment buildings
machinery  and under
and tools furniture  Rotable  construction
Leasehold BE. Am. spares  mmem>
land  Buildings  sgse wiE AtEE R Total
ML 8% RIAE  REA 2 RE$ et
(in HK$ Million) (BEEBT)
Cost ‘ R{E
At 31st December 2003 21 1,067 952 182 73 9 2304 ZEBE=F+-FB=+—-B&E
Additions and transfers. ‘ - - 30 13 44 (4) 83 HBERBE
Disposals ‘ - - (21) (25) 3) - 49) 4=
At 31st December 2004 21 1,067 961 170 114 5 2338 —BENF+ZA=+-HEE
Depreciation . ~ #ig
At 31st December 2003 ‘ 2 201 423 160 5 - 791 ZBEE=-£+-A=+-RKE
Charge for the year - 1 54 54 13 6 - 128 AFERE
Disposals IR - -~ (18) (24) - - (42) d4&
At 31st December 2004 . 3 255 459 149 11 - 877 —EEFNE+-A=+-RE&E
Net book value = BERE
At 31st December 2004 18 812 502 21 103 5 1461 —EERE4+-A=+—-BEE
At31st December 2003 19 866 529 22 63 9 1513 =ZBT=F+ZB=+-HEE
Of the leasehold land with.'the total net book value of HK$197 miltion (2003: REPESEARY -BATLEER(ZSS =S ABY
HK$19 million), HK$18 million is held in Hong Kong by the Company (2003: —FARER)ZEGELED B -TNAEEREELE
HK$19 million) while HK$179 million is held in Mainland China through TAECO ~ REBRE(-ZE=FAR®-TLRER) MEE-&
(2003: nil). Both leasehold land are on medium-term leases. tFNBEERAEBEMATREIRCARTEALSE

E(CEBZEALE) - RESATHBRNES LB -
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12.Subsidiary companies

12. HE 2R

Company 28]
2004 2003
(in HK$ Million) (B EHET)
Unlisted shares at cost 268 - FLTRERE
The principal subsidiary companies are shown on page 55. TEMBLASRERTER -
13.Jointly controlled companies 13. £ 47
Group 2B Company & &
2004 2003 2004 2003
(in HK$ Million) (BHEHET)
Unlisted shares at cost 60 237 35 237 ELHEERE
Attributable post-acquisition BB BRI R
prafits 642 829 - -
702 1,066 35 237
Goodwill -~ (29) BEE
Share of net assets 702 1,037 EIEEERE
Loans due from jointly
controlled companies 17 ‘86 17 86 HERFREER
Loan due to a jointly
controlled company (1) ) (1) (1)  FREHEAFER
718 1,122 51 322
Dividends received and receivable from jointly
controlled companies 70 EURERAZLERE

The principal jointly controlled companies are shown on page 55,

[ZQ HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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NOTES TO THE ACCOUNTS | (R B &t

13.Jointiy controlled companies (cont’d)
The financial resuits and positions of the jointly controlled companies for the
year ended and at:31st December are as follows:

13. 208 (#H)
HERRBETZAZT-HLFREREFEZMBERER
MEBRRIT

HAESL TAECO
EEVERDR EFAS Others Totaf
BHERLD RRIELF it st
‘ 2004 2003 2004 . 2003 2006 2003 2004 2003
(in HKS Million) ‘ (BHEE)
Turnover 4,000 3636 762 607 383 316 51155 4559 ‘ERAE
Operating proi a6 437 170 149 69 73 655 659 EHERA
Profiton dlsposa! of a Jomtly
controlled company? - - - 25 - - - 25 WEREASERRS
Net finance income/{charges) 2 7 1 M M 4 () BRUANEZE)FE
Share of results of jointly
controlled companies 4 1 14 - - - 18 1 BEREATIES
Profit before taxation - 42 431 187 175 68 72 677 678 ERBLAEW
Taxation (713)  (80) (11) (12) 9 @ {93) (100) #&
Profit attributable to sharehoiders 349 35 176 163 59 64 584 578 MREGERA
Dividends R (117) - (55) (37) (36) (29) ' (208) (66) RME
Profits retained for the:year 232 351 121 126 23 35 376 512 EEEREHA
Funds employed: -~ #RER:
Long term assets : 836 857 873 841 179 177 1,888 1875 REAE
Current assets - =+ 1,150 1,157 359 206 182 170 1,683 1533 REEE
: o 1,986 2014 1,224 1,047 361 347 3,571 3,408
Less: current liabilities 499 622 143 77 154 151 796 850 B ORBEE
C 1,487 1392 1,081 970 207 196 2,775 2,558
Financed by: BRRR
Shareholders' equnyand loans 1,415 1320 1,081 956 199 177 2,695 2453 REBRERER
Long term liabilities 72 72 - 14 8 19 80 105 REAE
v 1,487 1392 1,081 970 207 196 2,775 2,558
Group's shareholdmg at year end 45.0% 45.0% N/A*  49.6% FEREAZHER
Group's amlbutab!e pre tax proﬂts EEEERBAIER
As jointly controlled companies 190 194 83 87 28 26 301 307 ERHERT
As a subsidiary company - - 16 - - - i6 - EBMELE
R 190 194 99 87 28 26 317 - 307
Less: share of taxation thereon - B BREGEZHER
As jointly controlled companies (33) (36) (7) (6) (5) {2 (45). (44) fERLZERT
As a subsidiary company s - - n - - - My - FRNELR
g ‘ (33) (36) 8 (6 5) () (46). (44)
Group's share' of profit attributable j
to shareholders ' 157 158 - 9% 81 23 24 271 263 SEEEREEN
Group's share of funds employeéd » ‘ +ZAZ+—-B&EE
at 31st December 637 594 - 4 B 5 M8 L1 EEREELER

*On 1

15th October 2004, the Group's shareholding in TAECQ increased from

49.6% 10 54.6% as a result of acquiring SIA Engineering Company Pte. Limited’s

remaining 5% shareholdmg in TAECO. TAECO has been accounted for as a subsi-

diary company thereafter

#The profit on dlsposal of & Jointly controlled company in 2003 was in respect of

the sale of TAECO's enme shareholding in GE Engine Services (Xiamen) Company

Limited.
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14.Retirement benefits

(a) Overall

Staff employed by the Company before 1st December 2000 were offered a
choice between Hong Kong's Mandatory Provident Fund ("MPF") and the
defined benefits retirement schemes as described below. Since 1st December
2000, all new staff employed unless specially approved by the Company have
been enrolled in the MPF scheme in which both the Company and staff are
required to contribute 5% of the staff's relevant income (capped at HK$1,000
per month).

The Hong Kong Aircraft Engineering Company Local Staff Retirement Benefits
Scheme provides resignation and retirement benefits to its members upon their
cessation of service with the Company. The Company meets the full cost of all
benefits due by the Scheme to members, who are not required to contribute to
the Scheme.

Similarly, the Hong Kong Aircraft Engineering Company Staff Retirement Benefits
Scheme is for staff employed on expatriate terms. However, both members and
the Company contribute to the Scheme.

TAECO's tocal staff are covered by a statutory scheme in Mainland China.

The retirement benefits costs were recognised in the profit and loss account as
described in note 2(n) and were as follows:

14, Btr@E#

(a) @i

R-BEZE+-_A-RAAELALTRAZEE  TEE
SNEBENM AR [BBe ] HERTEZRER
REFHE - A_FTTET_F-BE FEHARE
ERFBADESNE  SUEMARRSHE - RiE
A AN RESHENEEFBRAZES 2EH
MEREBABE—TR) -

EARMIRERLAZFHESRAENNE - RAS
SHERERRUBEEENERN - DARERERER
HRERERZ-URFNZE2HNER  MEBRERGHTE
(e

B EERBIBERAAESBREINHENAR
BMEERGRBFEZEEMR - T8 EHERDQANA
BRI R

EMAEREIBARZELESSPERLEENE
RE -

BRBMNERMME2NMEREREFRINT ¢

Group &E
2004 2003
(in HK$ Million) (BB HET)
Local Staff Retirement Benefits Scheme 54 90 T ESRKENTE
Expatriate Staff Retirement Benefits Scheme 2 4 BIMERRKERHE
MPF/statutory schemes BREHE/ FETE
60 97

e HONG KONG ARCRAFT ENGINEERING COMPANY LIMITED
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NOTES TO THE ACCOUNTS [ E /i &t

14.Retirement benefits (cont’d)

14, BRH (&)

(b) Defined benefits retirement schémes ‘ (by EERKERE
The amount recognised in the profit and loss account was made up as follows: HABBERZBESENT
“ : Group £H
Locat Scheme Expatriate Scheme Total
7408 B 5t BIMEBETR by
RS 2004 2003 2004 2003 2004 2003
(in HK$ Million) (BEBET)
Current service cost. - 82 80 6 6 88 86  FHBRBEA
Interestcost . N 5 4 82 76 HSHA
Expected return on.plan assets (105) (75) 9) (7) (114) | (82) HBBEERABER
Net actuarial losses recognised |
incurrentyear . - 13 - 1 - 14 AERRZEESETE
Total PR 54 90 2 4 56 94 88
Actual gainonplanassets 240 400 22 36 262 | 436 HEEEZEBNE

The amount recOgnisjed in the balance sheet was determined as follows:

Group and Company EER A F]

REERARTEE2RENT !

Local Scheme Expatriate Scheme Total
AR S EIMEETE e
2004 2003 | 2004 2003 2004 2003
{in HK$ Milfion) (BYHET).
At 31st December: |- +ZR=t-BEE:
Present value of‘o‘bfigations 1,820 1,574 109 104 1,929 | 1,678 BEXzRE
Fair value of plan assets - (1,979)  (1,756) (160) (1500  (2,139)| (1,906) EHRIEEZLTE
Netassets = ' (159) (182) (51) (6 (2100 (2218) HEFE
Unrecognised actuarial = - : ‘
(losses)gains: = - (3) 14 8 1 32 AEEBEEBE)/KE
Assets recognised-in the ‘
balance sheet (162)  (158) B7)  (38) (199)  (1%6) CHREERBERPEIZEE
Movement in the assets recognised in the balance sheet: EREERBEATREZEESD.:
k ‘ Group and Company £BR 23
Local Scheme Expatriate Scheme Total
Bt ERH BIMEAE @zt
2004 2003 2004 2003 2004 2003
{in HK$ Million) . ; (B EET)
Assets at 1st Januafy‘ (158) (117) (38) (39) - (196) (156) —A—B#E4E
(Increase)/decrease due to:" ‘ (RmALEE
Total expense - as shown above 54 90 2 4 56 94 @M% - ;ML
Contributions paid (58)  (131) () 03 (59) (134) EBREXR
Assets at 31st December (162)  (158) (37) (38) (199)  (196) +=-A=+-RLHZE
Principal actuarial ::a‘ssump‘tions for the year: FEETERERR
R 2004 2003
Discount rate ‘ 4.25% 5% HR=Z
Assumed rate of return on plan assets 6% 6% BERAMEECHR
Assumed rate of future salary increases 4% 4%  BERAREHR

o
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15.Deferred taxation
The movements on the net deferred tax fiabilities account are as follows:

15. BERE

EEBARBEFRRE 22BNT

Group £&
Net deferred
1ax
liabilities/
Deferred tax Deferred (assets)
liabilities tax assets FEREES
ELBUAAR BEHIBEE /(ARE)FH
Accelerated Retirement
tax benefit Tax
depreciation assets Others losses
MEHERE RASEE Hitt FigER
(in HK$ Million) (B EET)
At 1st January 2003 147 25 (3) (51} Mg —BE=ZE-F-HEE
Charged/(credited) to
profit and loss account 8 9 (6) " 22 PERERPIH(ER)
At 31st December 2003 155 34 {9) (40) 140 —ZEB=F+-A=+-R#E
Acquisition of a subsidiary
company - - - (5) (5) BAMEBARRA
Charged/(credited) to
profit and loss account (2) 1 1 23 23 REZFETIHE/IER)
At 31st December 2004 153 35 (8) (22) 158 Z—EEME+-F=+—-R&HE
Company 28]
Net deferred
Deferred tax Deferred tax liabilities
liabilities tax asset  EEBIESRE
RERERE BERHEE B8
Accelerated Retirement
tax benefit Tax
depreciation assets Others losses
IEBIENE B ASEE Hit HigER
(in HKS Million) (B EHET)
At 1st January 2003 147 25 (3) (51) 118 —EE=F-A-BEE
Charged/(credited) to
profit and loss account 8 9 {6) 1 22 RBEREFIHI(RE)
At 31st December 2003 155 34 (9) (40) 140 Z—ZEB=HF+-A=+-BHE
Charged/(credited) to
profit and loss account (2) 1 1 29 29 REZERIHI(ER)
At 31st December 2004 153 35 (8) (11) 169 —ZEEMF+-HA=+-BHEE

Deferred tax is calculated in full on temporary differences under the liability
method. The tax rate used in respect of Hong Kong deferred tax is 17.5% (2003:
17.5%). Overseas deferred tax is calculated using tax rates prevailing in the

respactive jurisdictions.
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NOTES TO THE ACCOUNTS 1R H I a1

1

16.Stocks and work in progress
Stocks and work in progress aie stated at the lower of cost, calculated on a
weighted average basis, and net'realisable value.

16. FREXRIE
FERARIREUNEFIBEG Eo AR TERE
ERMETZREEAR -

Group £ Company 2 &}
o 2004 2003 2004 2003
{in HK$ Miflion) ‘ ; (B EHET)
Carrying amounts at S
net realisable value: -+ + | MABRPESE BEE

Stocks o 63 28 26 28 e

Work in progreés | 1 2 1 2 ARIR
The remaining balances are carried at cost. BT SRR AL -

17.Debtors and creditors

The credit ter‘fn:s"gi‘ver) 0 customers vary and are generally based on their
individual financi‘all strengths. ‘Credit evaluations of debtors are performed
periodically to mihifnise‘ahy'credit risk associated with receivables.

The aged ahalysis of debtots and creditors under six months was as follows:

17. BIRRBEARE
BYBENEERGSTER - RETFRERNZNET
AME - ALRAEHEBBACERTE  UBERER
BURREENEERE -

BRERANEAZERREAREAREZSTNT

Group £ Company 2 &)
2004 2003 2004 2003
Debtors 98% 98% 99% 98% FEU BB
Creditors 98% 98% 95% 98% PfERE
18.Share capiial o 18. B
ol Company 23
2004 2003
Number of Number of
shares in HK$Million shares in HK$Million
Boma BREET BE®E BEEEBR
Authorised: : ‘ EERE
Ordinary shares of HK$1.00 each ‘ SREESY1.00TEER
At 31st December 210,000,000 210 210,000,000 210  +zZBA=+—-8#E
ssued and fully paid; BTRGEEE
Ordinary shares of HK$1.00.each SREERE1.00TEER
166,324,850 166 166,324,850 166 +ZB=+-RZE

At 315t December:, ¢

During the‘yec;'ir: Qrider review, no purchase, sale or redemption of the shares
of the Company has been effected by the Company on the Hong Kong Stock
Exchange. o

L
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19.Reserves 19. G40

Capital redemption

Revenue reserve reserve Total
WEEE EXEEIHE @5t

2004 2003 2004 2003 2004 2003
(in HK$ Million) (B EET)
Group 5
At 1st January 2,798 2,992 19 19 2,817 3011 —A-a&E
Profit attributable to shareholders 438 345 - - 438 345 BEREEER
Previous year's final dividend paid (93) {76) - - (93) (76) EBRELEEREES
Previous year's special gividend paid (166)  (416) - - (166) (416) EHNLEEBHIIEER
Current year's interim dividend paid (53) (47) - - (53) (47) BNTEEFTHEER
At 31st December 2,924 2,798 19 19 2,943 2,811_ +ZHE+-R&E
The Company 1,917 1,961 19 19 1936 1,980 &XAF
Subsidiary companies 365 8 - - 365 8 MBLE
Jointly controlled companies 642 829 - - 642 829 HEQNT

2,924 2,798 19 19 2,943 2,817
Company NE
At 1st January 1,994 2418 19 19 2,013 2437 —F—-BREE
Profit attributable to shareholders 2N 115 - - 2N 115 BREEEZH
Previous year's final dividend palid (93) (76) - - (93) (76) EBNLFEEXRHBES
Previous year's special dividend paid ~ (166)  (416) - - (166)  (416) EBHLEEBAKS
Current year's interim dividend paid (53) (47) - - (53) (47) BAEEETHES
At 31st December 1,953 1,994 19 19 1,972 2013 +ZA=+—-HKE

Distributable reserves of the Company at 31st December 2004, calculated under BREEBLARKGETBRIE  SATR-SENF+
section 798 of the Hong Kong Companies Ordinance, amounted to HK$1,953 ZREH-EUSEZRRBARBTABETZEER
million (2003: HK$ 1,994 million). (CEBZERBETAENTHEER)

The revenue reserve includes HK$128 million (2003: HK$259 million) BRHEEEAEERE 2 ABRE(NF)EE BT
representing the recommended final dividend for the year under review (note 9). NEBR(CEZ-EABY-_BRETLEER) .

l & HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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20.Long term loan 20. BIER
' Group and Company
E@ERATE
C e 2004 2003
{in HK$ Mitlion) -~ ~, (BEHET)
Atistlanuay 108 107 ~A-agE
Repayment during the year \ (4) 3) REFREER
At 31st December '+ o 100 104 +-A=+-R&HE
Maturity profile:” .. ERER
Repayable within one year 4 4 R—FRhEE
Repayable between one and two years ‘ 4 4 R-EEWERGE
Repayab!e:betweéhixwo and-five years : 16 15 RREELFRER
Repayable after five years: » : 76 81 REFREE
RPN 100 104
Amount due within one yeEj:r?i‘ncIUded under
current liabilities” |1 @) @  FIARBREETAR-EAMERE
L 96 100

The loan is provided by a'subsidiary of Cathay Pacific Airways Limited, is ~ BEERABEMZERAD2—RHBL DR B8
unsecured, interest bearing 8t 8.35% per annum and is repayable by equal semi- ER SHRRAEHZNEZE E-B-AFERAHUHE
annual instalments o June 2018. ' EXHEHNEME-

m HONG KONG AIRCRAFT ENGIN%ER\NG COMPANY LIMITED
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21. Notes to the consolidated cash flow statement
{a) Reconciliation of operating profit to cash generated from operations

21. GERaTREME
(a) EXMARELELCREHRK

Group 28
2004 2003

(in HK$ Million) (B¥EET)
Operating profit 222 108 B RA
Depreciation 144 129 nE
Loss on disposal of fixed assets 5 - HEBEEERS
Decrease in promissory note - 2 BERD
Increase in retirement benefit assets (3) {40) BERENEESM
Decrease in stocks and work in progress 12 34 FERFAEIZRD
(Increase)/decrease in debtors and prepayments (97) 74 Bk AEARECE D
Increase/(decrease) in creditors and accruals 34 {54) BEREREEN/ (D)
Cash generated from operations 317 253 EXEEZRE

(b) Analysis of changes in financing Group £8 (b) MEZE DT

Long term Minority
loan interests Total
EHER DERE R B

(in HK$ Million) (B¥HETR)
At 31st December 2002 107 5 112 ZETCETIAZT-ARE
Repayment of term loan 3) - 3) BERBER
At 31st December 2003 104 5 109 “EE=£+-/A=+-AKE
Acquisition of a subsidiary company - 502 502 BAHBLE
Dividends paid to minority interests - {25) (25) HFPERFERBZRE
Minority interests’ share of profits - 13 13 DR FEE 2 AR
Repayment of term loan 4) - (4) BEEHER
At 315t December 2004 100 495 395 ZEENE+=A=+-AKE
(c) Analysis of deposits and bank balances () TZTRE+—REECERRBRITLEFIN
at 31st December Group % E
2004 2003
(in HK$ Million) (BYEHAT)
Cash and cash equivalents RERREEEY
— Short term deposits and bank balances 527 408 ~ BHERRRTES
Deposits maturing after three months 49 12 B-EAEEEN
576 420

(d) The net assets acquired and the net cash inflow in respect of the purchase of

() RBABMAGRBIROAGICIRBZBAEE

the 5% interest in TAECO is analysed as follows: BERBERABESFUAT
As at 15th October 2004
“ERNE+ATHBERE
{in HK$ Million) (E¥BHER)

Net assets acquired: BAEETE:
Long term assets 855 REEER
Current assets 366 REBEE

1,221
Less: current liabilities (115) B RBEE
1,106

Satisfied by: BARH

Cash 58 RE

Analysis of net cash and cash equivalents on acquisition:

Cash consideration 58
Deposits and bank balances in subsidiary acquired (222)
Less: deposits maturing after three months 22
Net cash inflow on acquisition (142)

lg HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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22.Capitairc‘io“m‘mitmentsf 22, RE{ER
‘ S Group %8 Company 28
co 2004 - 2003 2004 2003
(in HKS Million) . =+ : (B EBR)
Contracted for but not provrded
inthe accounts . i 21 1 21 EETHERERATEEE
Authorised by Directors but not |
contracted for v i 482 13 336 13 EEEF[HUEBERTY
The Group's shére'of capital
commitments of jointly controlled LRTEERERELLE
companies not included above: DA EBEURENT
Contracted for but not .
provided in the accounts 8 13 BT REREREREEE
Authorised by Dlrectors but ‘
not contracted for K 2 5 EEERNAEBRTH
23.Lease commrtments 23. HREAR
At 31st December 2004, future aggregate minimum lease payments under non- SREMFTAST-RAR RTURBERERR
cancellable operatrng‘leases were as follows: ZARBERAZLARAT
o o Group and Company
SERAH
S 2004 2003
{in HK3 Million) (BEHET)
Land and bui/dirrgs: ‘ tHRET:
Leases expiring: o HARBERA
- Within one year ‘ : 44 49 — —FR
— After one year but wrthm five years 167 193 — —HFREER
— After five years - S 351 © 456 — IF#
g 562 698

® HONG KONGAIRCRAFT ENGiNEERING COMPANY LIMITED
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24.Related party transactions

The Group has a number of transactions with its related parties. All trading
transactions are conducted on normal commercial terms in the ordinary and
usual course of business. The aggregated transactions and balances which are
material to the Group and which have not been disclosed elsewhere in the
annual report are summarised below:

24. FREATRR

AEEEETHEREATRS - HERZURB-REHE
BEUREEFEBERTET - AEEZEARRAR
WERHMEGREZ R LERFRESFENT ¢

Jointly controlled Other related
companies parties Total
Note HEBAF HitEBEAL @t
(= 2004 2003 2004 2003 2004 2003
(in HK$ Million) (B EHHETT)
Revenue from provision of services; REBBHFEZRA
*Line maintenance and total
care package charges for ‘EEBZERMEERDRAEDZAY
AHK Air Hong Kong Limited - - 5 1 5 1 BEER2EEEZEREE
Other revenue a 145 234 1,145 1,033 1,290 1,267 Hitg A
145 234 1,150 1,034 1,295 1,268
Purchases b 3 1 43 49 46 50 EE
Debtors at 315t December C 206 163 +-B=+-B&EEWEE
Creditors at 31st December ¢ 18 10 tTZAZ+—-A#EENERE

Note:

a. Revenue from jointly controlled companies mainly came from services to HAESL and TAECO (before
15th October 2004). Services to HAESL included engine component repairs and the provision of
certain administrative services charged at cost based on the agreement with Roils-Royce ple
concerning the formation of HAESL. Services to TAECO related principally to the stationing of a
warking team of average 148 people in TAECO and the provision of management services.

Revenue from other related parties comprised mainly maintenance, inventory management and
logistics support charges for Cathay Pacific Airways Limited and Hong Kong Dragon Airlines
Limited.

b. Purchases from jointly controlled companies comprised mainly aircraft component overhaul charges
by HAESL,

Bt

a ARABAIRUERAECRAZERGRAEANCREHREERE
LEREMAERBIBLH(-SERETATIAMBRZER -5
EENEABMALREANRM EREARDERGEE RAR
REFRF AR UEEN S DRECRBRART 2 BARRE
BERBCETIREY - AEPIAARBIBRLARMIBHEER
EEMAEREIBECERE-BAFH-BETRAAZIHREAZEA
RRHEREY -

AEKEBEA T RUBRBAEZRAZERARENEERAARBENETSE
ROFAUARzECE EFEEBRAHRES -

b BEARCHBEZERIERNERNCRUBARBRATINZR

‘ BBEXBRA
Purchases fram other related parties related to; 2004 2003 BEAEEEATEEZRES
(in HK$ Million) (BEEET)
Costs payable to John Swire & Sons {H.K.) Limited ("JSSHK")
on services agreement: REXBENEEATREBRLF [SRAEEMI NE2ER:
- Service fees 7 3 - BEE
- Share of administrative services 3 ] - REFRESR
- Expenses reimbursed at cost 12 12 - BRARZER
22 16
* Property insurance placed through SPACIOM, a captive insurance ‘E-FRALRATRLA2ERE 2EBARREAFSPACIOM
company wholly owned by Swire Pacific Limited 4 3 RR2HERR
Spares purchases fram Cathay Pacific Airways Limited 17 30 HESRIARATBEGS
43 49

e e S

¢. These outstandings are reflected in “debtors and prepayments” and “creditors and accruals”
respectively in the consolidated and company balance sheets.

*These transactions ‘all under the definition of “"connected transactions” or “continuing
connected transactions” in Chapter 144 of the Listing Rules and the Company has complied with
the disclosure requirements in accordance therewith, The other transactions including those under
the 0ld Agreement with JSSHK are not connected transactions or continuing connected
transactions which give rise to any disclosure or other obligations under Chapter 14A of the Listing
Rules. Details of the transactions are in the report of the Directors on pages 23 to 29.

25.Subsequent event

In January 2005, the Company has signed an agreement with the Airport Authority
Hong Kong to build a new hangar at Hong Kong International Airport and to
extend the existing franchise agreement to July 2031. The hangar construction is
expected to be completed before the end of the first quarter of 2007. The lease
extension results in an increase of the estimated useful life of the Company's
existing facilities at Hang Kong International Airport, which will reduce the annual
depreciation charges on those facilities for 2005 and beyond by approximately
HK$24 million.
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25. BeEH
ALRHEERRBEERR-SRIE -FETHBE R
EREMUSEE-ANEE  EMREEEEGEL
REZFC--FLA HEZBREIERMR-ZELE
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PRINCIPAL SUBSIDIARY AND JOINTLY CONTROLLED COMPANIES | F EME AR 245

at 31st December 2004 _$%“ﬂ$+~ﬁ_+ HEE

Owned by
subsidiary
- ‘ and jointly
C ‘ © Place of controlted
e ‘ incorporation companies  Attributable
and operation Owned HERIR 10 the
HERAALE Principal activities Issued share capital directly HRDF Group
i R EBEE EBITRF HEREE wE HOER
Subsidiary Companies:
M2 iy | ,
South China Aero Technology Limited Hong Kong Aviation products trading Share capital of HK$500,000 60% - 60%
ERNERMEHEAT ; &E ZERES 500,000 BAR
Taikoo {Xiamen) Aifcraft Engineering Xiamen Aircraft maintenance Registered capital of 54.6% - 54.6%
Company Limited* : ot et 15 RR T US$41,500,000
OMAEREIBRERAT" 41,500,000% 7 FMER
Jointly Controlled Com‘f)’anies:
gRLE: ‘
EADS SOGERMA HAECO Serwces Hong Kong Aircraft component repair Share capital of HK$2,000,000  50% - 50%
Company Limited” ! B services 782,000,000 TR A
L RBBEBERY
Goodrich Asia-Pacific Limited Hong Kong Carbon brake machining and  Share capital of HK$9,200,000  49% - 49%
T COEB wheel hub overhaul EH0,200,0007T K A
‘ BERH A THRRRAE
Goodrich TAECO Aeronautical Systems ~ Xiamen Aircraft fuel control, flight Registered capital of - 35% 19.1%
{Xiamen) Company Limited” =l contral and electrical US$5,000,000
HREEAEEWERAT component repairs 5,000,000 THMER
‘ FEREHE REEHE
* RERHM4ER
Honeywell TAECO Aérospace (Xiamen) Xiamen Aircraft hydraulic, pneumatic,  Registered capital of 25% 10% 30.5%
Company Limited” 451 avionic component and ather  US$5,000,000
EF%EEEEKS%&EF& EN , aviation equipment repairs 5,000,000% T MER
RERE  SF  MEHH4R
‘ HiMEREERRE
Hong Kong Aerg Engine Services Limited . .Hong Kong Commercial aero engine Share capital of HK$200 45% - 45%
ERHMZ %Eﬁ%fﬁﬁ’zﬂﬁﬁﬁmﬂ’] B overhau! services 200 RE
‘ BARES ERIERE
IN-Services Asia Limited‘ S Hong Kong Aircraft component trading Share capital of HK$7,800,000  35% - 35%
‘ h BB and repair services 87,800,000 A
3 : REEE 2 REIRRH
Singapore Aera Engine Services Pte. Limited - Singapore Trent engine overhaul services Registéred capital of - 20% 9%
%m&%%%ﬁ%ﬁ%ﬂﬁﬁmﬂﬁ s BRESIEXERS U$$54,000,000
54,000,000 TEMEE
Taikoo (Shandong) Alreraft Engmeermg Shandong Heavy maintenance services Registered capital of 20% 0% 25.5%
Company limited* Lo i for narrow-badied aircraft RMB86,000,000

mikﬂ%%zﬁﬁm 1 ‘ PRERE AL BIERT 86,000,000 A REEMESR

Principal subsaanry and jomtly controlled companies are those which, in the EERIAIEHBATIRARATRYEB  EARYE

opinion of the D|rectors, materially aﬁ‘ect the result or assets of the Group. EREEREINT.
* Equity joint venture registered in Mainland China. * RPEREERZERISELE

B HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
EEERATIEER2T




AUDITORS' REPORT | % i1 # & &

Auditors’ report to the shareholders of
Hong Kong Aircraft Engineering Company Limited
(Incorporated in Hong Kong with limited liability)

We have audited the accounts on pages 30 to 55 which have been prepared in
accordance with accounting principles generally accepted in Hong Kong.

Respective responsibilities of directors and auditors

The Hong Kong Companies Ordinance requires the directers to prepare accounts
which give a true and fair view. In preparing accounts which give & true and
fair view it is fundamental that appropriate accounting paolicies are selected and
applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on
those accounts and to report our opinion solely to you, as a body, in accordance
with section 141 of the Hong Kong Companies Ordinance, and for no other
purpose. We do not assume responsibility towards or accept liability to any other
person for the contents of this report.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing Standards
issued by the Hong Kong Institute of Certified Public Accountants. An audit
includes examination, on a test basis, of evidence relevant to the amounts and
disclosures in the accounts. It also includes an assessment of the significant
estimates and judgements made by the directors in the preparation of the
accounts and of whether the accounting policies are appropriate to the
circumstances of the Company and the Group, consistently applied and
adequately disclosed.

We planned and performed our audit so as to obtain all the information and
explanations which we considered necessary in order to provide us with sufficient
evidence to give reasonable assurance as to whether the accounts are free from
material misstatement. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the accounts. We believe that our
audit provides a reasonable basis for our opinion.

" Opinion
In our opinion, the accounts give a true and fair view of the state of affairs of the
Company and the Group as at 31st December 2004 and of the profit and cash
flows of the Group for the year then ended and have been properly prepared in
accordance with the Hong Kong Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 8th March 2005
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1o This document is important and
requires your immediate attention

If you are in any doubt about this document, you should consult your stockbroker, bank
manager, solicitor, professional accountant or other professional adviser.

If you have sold or transferred all your shares in Hong Kong Aircraft Engineering Company
Limited (the “Company”), you should at once hand this document and the accompanying
form of proxy to the purchaser or transferee or to the bank, stockbroker or other agent
through whom the sale or transfer was effected for transmission to the purchaser or transferee.

The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) takes no responsibility
for the contents of this document, makes no representation as to its accuracy or completeness
and expressly disclaims any liability whatsoever for any loss howsoever arising from or in
reliance upon the whole or any part of the contents of this document.

NOTICE OF ANNUAL GENERAL MEETING
AND
PROPOSALS FOR GENERAL MANDATES TO
ISSUE SHARES
AND
REPURCHASE SHARES

HAECO

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
(Incorporated in Hong Kong under the Companies Ordinance)
(Stock Code: 44)
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HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
(Incorporated in Hong Kong under the Companies Ordinance)
(Stock Code: 44)

8" April 2005

To the shareholders
Dear Sir or Madam,

™

NOTICE OF MEETING

Notice of the Annual General Meeting (“AGM”) for 2005 is set out on pages 6 to 8 of
this circular. Enclosed with this circular is a form of proxy for use at that meeting. Whether
or not you intend to be present at the AGM you are requested to complete the form of
proxy and return it to the Registrars of the Company in accordance with the instructions

printed thereon not less than 48 hours before the time fixed for holding that meeting.

The completion of a form of proxy and returning it to the Registrars of the Company will
not preclude you from attending and voting in person at the meeting or poll concerned

and, in such event, the appointment of the proxy will be deemed to be revoked.
GENERAL MANDATES

At the AGM of the Company held on 11" May 2004, ordinary resolutions were passed
giving general mandates to Directors (i) to make on-market share repurchases (within the
meaning of the Code on Share Repurchases) up to 10 per cent of the issued share capital
of the Company as at 11™ May 2004; and (ii) to allot, issue and otherwise deal with shares
equal to (a) 20 per cent of the shares of the Company in issue at 11" May 2004, plus (b)
(authorised by a separate ordinary resolution as required by the Rules Governing the Listing
of Securities on the Stock Exchange (“the Listing Rules”)) the nominal amount of any
shares repurchased by the Company. No shares have been repurchased or allotted, 1ssued or

otherwise dealt with pursuant to these mandates.

Under the terms of the Companies Ordinance and the Listing Rules, these general mandates
lapse at the conclusion of the forthcoming AGM unless renewed at that meeting. Resolutions
(Resolutions 4,5 and 6) will be proposed to renew these mandates (with a new restriction
on the share issue mandate noted below) and the Explanatory Statement required by the
Listing Rules to be sent to shareholders in connection with the proposed repurchase
resolution is set out in the Appendix to this circular. It should be noted that the aggregate

nominal amount of shares which may be allotted wholly for cash pursuant to the mandate




now being sought will be restricted to 5% of the aggregate nominal amount of the shares in

issue at the date of passing the relevant resolution.
RE-ELECTION OF DIRECTORS

In relation to Resolution 2, D.G. Cridland, J.S. Dickson Leach and M. Hayman will retire at
the forthcoming AGM in accordance with Article 93 of the Company’s Articles of Association
and will offer themselves for re-election. In addition, R.E. Adams and J.C.G Bremridge

will also retire pursuant to Article 91 and will offer themselves for election.

Separate resolutions will be proposed for the election of these Directors. Their particulars
and interests in the shares of the Company are provided in the “Directors and Officers”
section and the “Directors’ Report” in the Annual Report 2004 which accompanies this
circular. Other than as disclosed therein, they are not related to any Director, senior
management or substantial shareholders of the Company. With the exception of M. Hayman,
none of them has a service contract with the Company. In accordance with the Company’s
Articles of Association, they will retire as Directors at the third AGM after election and will

be eligible for re-election. Their emoluments are given in note 5 to the Accounts.

Under his employment contract with the Company, M. Hayman is due to retire at the age
of 55, subject to extension of his service by mutual agreement. His remuneration package,
particulars of which are also given in note 5 to the Accounts, include an annual bonus

related to the results of the Company.

PROCEDURE BY WHICH A POLL MAY BE DEMANDED

Under the Articles of Association of the Company, at any general meeting, on a show of
hands every member present in person shall have one vote and on a poll every member
present in person or by proxy shall have one vote for every fully paid up share of which he
is the holder. A resolution put to the vote of a meeting shall be decided on a show of hands
unless, before or on the declaration of the result of the show of hands or of the withdrawal
of any other demand for a poll, a poll is duly demanded. Article 72 provides that, subject to

the provisions of the Companies Ordinance, a poll may be demanded by:

(1) the chairman of the meeting; or




(11) atleast three members present in person or by proxy and entitled to vote at the meeting;

or

(i1i) any member or members present in person or by proxy and representing in the aggregate
not less than one-tenth of the total voting rights of all members having the right to

attend and vote at the meeting; or

(iv) any member or members present in person or by proxy and holding shares conferring
a right to attend and vote at the meeting on which there have been paid up sums in the
aggregate equal to not less than one-tenth of the total sum paid up on all shares conferring
that right.

Your Directors believe that the granting of the general mandates is in the interests of the
Company and its shareholders and accordingly recommend you to vote in favour of all of
the resolutions to be proposed at the 2005 AGM.

Yours faithfully,
David TURNBULL
Chairman




HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
APPENDIX

The following is the Explanatory Statement required to be sent to shareholders under the Listing
Rules in connection with the proposed general mandate for repurchase of shares and also constitutes
the Memorandum required under section 49BA of the Companies Ordinance. References in
this Appendix to “Shares” means share(s) in the capital of the Company and includes, where the
context so requires, shares of HK$1.00 each of the Company.

()

(b)

(©)

(d)

(e

Exercise of the General Mandate

It is proposed that up to 10 per cent. of the Shares in issue at the date of the passing of
the resolution to approve the general mandate may be repurchased. As at 17" March
2005, the latest practicable date for determining such figure, the number of Shares in
issue was 166,324,850. On the basis of this figure (and assuming no further Shares are
issued or repurchased after 17" March 2005 and up to the date of passing such resolution),
the Directors would be authorised to repurchase up to 16,632,485 Shares.

Reasons for repurchases
The Directors believe that the ability to repurchase Shares is in the interests of the
Company and its shareholders.

Repurchases may, depending on the circumstances, result in an increase in net assets and/
or earnings per share. The Directors are seeking the grant of a general mandate to repurchase
Shares to give the Company the flexability to do so if and when appropriate. The number
of Shares to be repurchased on any occasion and the price and other terms upon which the
same are repurchased will be decided by the Directors at the relevant time having regard to
the circumstances then pertaining.

Funding of repurchases
It is envisaged that the funds required for any repurchase would be derived from the
distributable profits of the Company.

Effect of repurchases

There might be a material adverse impact on the working capital or gearing position
of the Company (as compared with the position disclosed in the audited accounts for
the year ended 31¥ December 2004) in the event that the proposed share repurchases
were to be carried out in full at any ume during the proposed repurchase period.
However, the Directors do not propose to exercise the general mandate to such extent as
would, in the circumstances, have a material adverse effect on the working capital
requirements of the Company or the gearing levels which in the opinion of the Directors
are from time to time appropriate for the Company.

General

There are no Directors (to the best of the knowledge of the Directors, having made all
reasonable enquiries) or any associates (as defined in the Listing Rules) of Directors
who have a present intention, in the event that the general mandate is granted by
shareholders, to sell Shares to the Company.

4




The Directors have undertaken to the Stock Exchange to exercise the power of the
Company to make purchases pursuant to the general mandate in accordance with the

Listing Rules and the laws of Hong Kong.

If as the result of a repurchase of Shares a shareholder’s proportionate interest in the
voting rights of the Company increases, such increase will be treated as an acquisition for
purposes of the Hong Kong Code on Takeovers and Mergers (“Takeover Code™). As a
result, a shareholder, or group of shareholders acting in concert depending on the level of
increase of shareholders’ interest, could obtain or consolidate control of the
Company and become obliged to make a mandatory offer in accordance with Rule 26 of
the Takeover Code.

The Directors are not aware of any consequences which would arise under the Takeover
Code as a consequence of any purchase pursuant to the general repurchase mandate,
save that in the event of full exercise of the repurchase mandate and the maintenance by
Cathay Pacific Airways Limited (“CPA”) of its present shareholding (amounting to
approximately 27.4% of the votes attaching to the issued share capital of the Company)
the percentage of the votes attaching to the share capital owned by CPA would increase
to more than 30% and accordingly CPA may be obliged to make a general offer for all of
the issued shares of the Company not owned by it. However, the Directors have no current
intention to exercise the repurchase mandate to such an extent as would give rise to this situation.

No Shares have been purchased by the Company in the previous six months
(whether on the Stock Exchange or otherwise).

No connected persons (as defined in the Listing Rules) of the Company have notified it of
a present intention to sell Shares of the Company to the Company and no such
persons have undertaken not to sell any such Shares to the Company in the event that the
general mandate is granted by shareholders.

(f) Share Price
The highest and lowest prices at which Shares of the Company have traded on the
Stock Exchange in each of the previous twelve months are as follows:
Highest (HKS) Lowest (HKS) Highest (HKS)  Lowest (HKS)
March 2004 42.90 41.00 September 2004 38.50 37.40
April 2004 42.10 38.10 October 2004 38.30 37.50
May 2004 39.00 32.80 November 2004 41.10 37.60
June 2004 37.60 35.80 December 2004 42.30 40.30
July 2004 38.70 35.20 January 2005 43.30 40.00
August 2004 39.20 36.80 February 2005 47.40 42.80




HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED

NOTICE OF MEETING

NOTICE IS HEREBY GIVEN that an ordinary general meeting of the shareholders of HONG
KONG AIRCRAFT ENGINEERING COMPANY LIMITED, being the annual general
meeting for 2005, will be held at the Pacific Place Conference Centre, Level 5, One Pacific Place,
88 Queensway, Hong Kong on Tuesday, 10" May 2005 at 4:30 p.m. to receive the report of the
Directors and the audited accounts for the year ended 31* December 2004 and:

1. To declare a final dividend.

2. To elect Directors.

3. To reappoint auditors and authorise the Directors to fix their remuneration.

As special business, to consider and, if thought fit, to pass the following Ordinary Resolutions:
4.  THAT:

(a) subject to paragraph (b), the exercise by the Directors during the Relevant Period of all
the powers of the Company to make on-market share repurchases (within the meaning
of the Code on Share Repurchases) be approved,;

(5) the aggregate nominal amount of the Company’s shares which may be repurchased
pursuant to the approval in paragraph (a) above shall not exceed 10 per cent of the
aggregate nominal amount of shares in issue at the date of passing this Resolution; and

(c) for the purpose of this Resolution:

“Relevant Period” means the period from the passing of this Resolution until the earliest of:

(1) the conclusion of the next annual general meeting of the Company;

(i1) the expiration of the period within which the next annual general meeting of the
Company is required by law to be held; and

(111) the revocation or variation of the authority given under this R esolution by ordinary

resolution of the shareholders in general meeting; and

references to “shares” include securities which carry a right to subscribe for or

purchase shares.



5.

THAT:

(@)

subject to paragraph (b), the exercise by the Directors during the Relevant Period of all
the powers of the Company to allot, issue and deal with additional shares and to make
or grant offers, agreements and options which will or might require the exercise of

such powers during or after the end of the Relevant Period be approved,;

the aggregate nominal amount of shares allotted or agreed conditionally or
unconditionally to be allotted (whether pursuant to an option or otherwise) by the
Directors pursuant to the approval in paragraph (a), otherwise than pursuant to (i) a
Rights Issue or (ii) any scrip dividend or similar arrangement providing for the allotment
of shares in lieu of the whole or part of a dividend on shares, shall not exceed the
aggregate of (aa) 20 per cent of the aggregate nominal amount of the shares in issue at
the date of passing this Resolution plus (bb) (if the Directors are so authorised by a
separate ordinary resolution of the shareholders of the Company) the nominal armnount
of any shares repurchased by the Company subsequent to the passing of this Resolution
(up to a maximum equivalent to 10 per cent of the aggregate nominal amount of the
shares in issue at the date of passing this Resolution) provided that the aggregate nominal
amount of the shares so allotted (or so agreed conditionally or unconditionally to be
allotted) pursuant to this Resolution wholly for cash shall not exceed 5 per cent. of the
aggregate nominal amount of the shares in issue at the date of passing this Resolution;

and
for the purpose of this Resolution:

“Relevant Period” means the period from the passing of this Resolution until the

earliest of:

(i) the conclusion of the next annual general meeting of the Company; and

(i1) the expiration of the period within which the next annual general meeting of the
Company is required by law to be held; and

(i11) the revocation or variation of the authority given under this Resolution by ordinary

resolution of the shareholders in general meeting; and

“Rights Issue” means an offer of shares to holders of shares thereof on the register on a

fixed record date in proportion to their then holdings of such shares thereof (subject to




6.

such exclusion or other arrangements as the Directors may deem necessary or expedient
in relation to fractional entitlements or having regard to any restrictions or obligations
under the laws of, or the requirements of any recognised regulatory body or any stock

exchange in, any territory outside Hong Kong).

THAT the Directors be authorised to exercise the powers of the Company referred to in
paragraph (a) of the resolution set out as Resolution 5 in the notice convening this meeting

in respect of the shares referred to in sub-paragraph (bb) of paragraph (b) of such resolution.

By order of the Board
Margaret Yu (Mrs.)

Company Secretary

Hong Kong, 8" April 2005

Notes:

1.

Any member entitled to attend and vote at the meeting convened by the above notice is
entitled to appoint one or more proxies to attend and, on a poll, vote instead of him. A
proxy need not be a member of the Company.

All proxies must be deposited with the Registrars, Computershare Hong Kong Investor
Services Limited, 46th Floor, Hopewell Centre, 183 Queen’s Road East, Hong Kong, not
less than 48 hours before the time appointed for the meeting.

If approved, the final dividend of HK$0.77 per share is expected to be paid to shareholders
on Friday, 20 May 2005.

The register of shareholders will be closed from 3 May to 10™ May 2005, both days
inclusive. To rank for the final dividend, all transfers should be lodged with the Company’s
Registrars, Computershare Hong Kong Investor Services Limited, 17th Floor, Hopewell
Centre, 183 Queen’s Road East, Hong Kong, for registration not later than 4:00 p.m. on
Friday, 29* April, 2005.

The Directors to be elected are R.E.Adams, ].C.G. Bremridge, D.G. Cridland, J.S. Dickson
Leach and M. Hayman and separate resolutions will be proposed for their election.

Refreshments will not be served at the Annual General Meeting.
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